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FORECLOSURE PREVENTION: IS THE HOME 
AFFORDABLE MODIFICATION PROGRAM 
PRESERVING HOMEOWNERSHIP? 


THURSDAY, MARCH 25, 2010 

House of Representatives, 
Committee on Oversight and Government Reform, 

Washington, DC. 

The committee met, pursuant to notice, at 10:08 a.m. in room 
2154, Rayburn House Office Building, Hon. Edolphus Towns (chair- 
man of the committee) presiding. 

Present: Representatives Towns, Cummings, Kucinich, Clay, 
Watson, Lynch, Quigley, Kaptur, Norton, Davis, Van Hollen, 
Speier, Chu, Issa, Turner, McHenry, Bilbray, Jordan, Chaffetz, and 
Leutkemeyer. 

Staff present: John Arlington, chief counsel/investigations; Bev- 
erly Britton Fraser and David Rotman, counsels; Brian Quinn, in- 
vestigative counsel; Aaron Ellias and Peter Else, staff assistants; 
Linda Good, deputy chief clerk; Katherine Graham, investigator; 
Adam Hodge, deputy press secretary; Carla Hultberg, chief clerk; 
Marc Johnson, assistant clerk; Jason Powell, counsel and special 
policy advisor; Jenny Rosenberg, director of communications, Chris- 
topher Sanders, professional staff member; Leneal Scott, IT special- 
ist; Ron Stroman, staff director; Gerri Willis, special assistant; 
Lawrence Brady, minority staff director; John Cuaderes, minority 
deputy staff director; Rob Borden, minority general counsel; Fred- 
erick Hill, minority director of communications; Adam Fromm, mi- 
nority chief clerk and Member liaison; Kurt Bardella, minority 
press secretary; Stephanie Genco, minority press secretary and 
communication liaison; Seamus Kraft and Benjamin Cole, minority 
deputy press secretaries; Christopher Hixon, minority senior coun- 
sel; Hudson Hollister, minority counsel; and Brien Beattie, minor- 
ity professional staff member. 

Chairman Towns. The committee will come to order. 

Good morning. Thank you for being here. 

There are some small signs that the Nation as a whole is begin- 
ning to emerge from the worst economic crisis since the Great De- 
pression, but it is way too early to declare victory. Unemployment 
is still sky high and the home foreclosure crisis is growing 
unabated. For the homeowner who is underwater, the economic cri- 
sis certainly is not over. When you are behind in your mortgage 
payments, when the bank starts calling you each and every day, 
when you lie awake at night wondering how are you going to ex- 

( 1 ) 
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plain to your children that you must move, you can start to feel 
like you really are drowning. 

Too many people know this feeling. Last year 2.8 million house- 
holds received a notice of foreclosure. Almost 4 million homeowners 
are late on their mortgage payments by 90 days or more as this 
discussion is moving forward. And the problem is predicted to get 
worse. As many as 2.4 million people could lose their homes by 
foreclosure by the end of this year. 

To its great credit, the Obama administration recognized early on 
that an important part of the Nation’s economic recovery is keeping 
as many people as possible in their homes. This makes sense from 
both an economic standpoint and a public policy standpoint. The 
Home Affordable Modification Program [HAMP], is a central piece 
of Treasury’s effort to carry out that objective, but a year after the 
creation of HAMP, only 170,000 households have received perma- 
nent mortgage modifications. This appears to be extremely low. 

We continue to hear numerous reports of borrowers who want to 
participate in HAMP but just don’t know where to begin. If they 
do begin, they often encounter unresponsive lenders, repeated inci- 
dents of lost paperwork, phone calls not being returned, and a vari- 
ety of other administrative frustrations. 

To make matters worse, there is evidence that some vulnerable 
homeowners, desperate to obtain help, are falling victims to fore- 
closure rescue scams. Instead of obtaining housing assistance for 
free through a legitimate housing counselor, these homeowners are 
being fleeced by scam artists posing as professionals. 

In addition, a new survey by the National Community Reinvest- 
ment Coalition provides evidence that minorities, particular Afri- 
can Americans, may be less likely to receive a mortgage modifica- 
tion under HAMP and are more likely to be foreclosed on. This is 
just not acceptable. 

Moreover, this problem is compounded by the fact that HAMP 
still does not have a clear process by which a homeowner can ap- 
peal a denial of his or her application. 

These problems are reflected in the program’s results as reported 
by Treasury and SIGTARP. The Mortgage Bankers Association 
says that HAMP and other Government programs have made sig- 
nificant strides in stabilizing the housing financing systems and 
have assisted many people who otherwise would have lost their 
homes, but clearly we need to do a whole lot better. 

There can be legitimate debate over the numerical goals of the 
HAMP program, but the central issue we need to understand is 
why fewer than 200,000 homeowners have obtained so-called per- 
manent modifications under the HAMP program and what we can 
do to increase the number. 

We cannot afford a lot of time to study the problem. We need to 
have a sense of urgency. For those homeowners who are already 
behind in their mortgage payments, the wolf is at the door already. 
Losing your house is a traumatic event for families and it is a de- 
stabilizing event for our society. I think we have an obligation to 
extend a helping hand to responsible homeowners to help them get 
over the rough spots. 

Today I would like to hear ideas as to how we can best make the 
mortgage modification program work. On this point I note that yes- 
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terday Bank of America announced that it was instituting a prin- 
ciple forgiveness solution for homeowners who are severely under- 
water. Bank of America should be congratulated for leading the 
way with this innovative proposal. We will be looking for ways to 
expand this approach and to include other banks. 

Again I want to thank our witnesses for appearing today, and I 
look forward to hearing your testimony. 

[The prepared statement of Hon. Edolphus Towns follows:] 
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Opening Statement of 
Chairman Edoiphus Towns 

House Committee on Oversight and Government Reform 
March 25, 2010 

“Foreclosure Prevention: Is the Home Affordable 
Modification Program Preserving Homeownership?” 


Good morning and thank you all for being here. 

There are some small signs that the nation as a whole is 
beginning to emerge from the worst economic crisis since the great 
depression. But it is way too early to declare victory yet. 
Unemployment is still sky high and the home foreclosure crisis is 
growing unabated. 

For the homeowner who is underwater, the economic crisis 
certainly isn’t over. When you are behind in your mortgage 
payments, when the bank starts calling every day, when you lie 
awake at night wondering how you are going to explain to your 
kids that you have to move - you can start to feel like you really 
are drowning. 

And too many people know what that feels like. Last year, 
2.8 million households received a notice of foreclosure. Almost 4 
million homeowners are late on their mortgage payments by 90 
days or more. 
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And the problem is predicted to get worse. As many as 2.4 
million people could lose their homes by foreclosure by the end of 
this year. 

To its great credit, the Obama Administration recognized 
early on that an important part of the nation’s economic recovery is 
keeping as many people as possible in their homes. This makes 
sense from both an economic standpoint and a public policy 
standpoint. 

The Home Affordable Modification Program - known as 
“HAMP” - is a central piece of Treasury’s effort to cany out that 
objective. But a year after the creation of HAMP, only 170,000 
households have received permanent mortgage modifications. 

We continue to hear numerous reports of borrowers who 
want to participate in HAMP, but just don’t know where to begin. 
If they do begin, they often encounter unresponsive lenders, 
repeated incidents of lost paperwork, and a variety of other 
administrative frustrations. 

To make matters worse, there is evidence that some 
vulnerable homeowners, desperate to obtain help, are falling victim 
to foreclosure rescue scams. Instead of obtaining housing 
assistance for free through a legitimate housing counselor, these 
homeowners are being fleeced by scam artists posing as 
professionals. 

In addition, a new survey by the National Community 
Reinvestment Coalition provides evidence that minorities, 
particularly African Americans, may be less likely to receive a 
mortgage modification under HAMP, and are more likely to be 
foreclosed on. This is just not acceptable. 
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Moreover, this problem is compounded by the fact that 
HAMP still does not have a clear process by which a homeowner 
can appeal a denial of his or her application. 

These problems are reflected in the program’s results, as 
reported by Treasury and the SIGTARP. 

The Mortgage Bankers Association says that HAMP and 
other government programs have made significant strides in 
stabilizing the housing financing system and have assisted many 
people who otherwise would have lost their homes. But clearly we 
need to do a lot better. 

There can be legitimate debate over the numerical goals for 
the HAMP program. But the central issue we need to understand 
is why fewer than 200,000 homeowners have obtained so-called 
“permanent” modifications under the HAMP program and what we 
can do to increase that number. 

We can’t afford a lot of time to study the problem; we need 
to have a sense of urgency. For those homeowners who are 
already behind in their mortgage payments, the wolf is at the door. 

Losing your house is a traumatic event for families and it is a 
destabilizing event for our society. I think we have an obligation 
to extend a helping hand to responsible homeowners to help them 
get over the rough spots. And today I would like to hear ideas as 
to how we can best make the mortgage modification program 
work. 


Again, I want to thank our witnesses for appearing today, and 
I look forward to their testimony. 


### 
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Chairman TOWNS. I will now yield to the ranking member from 
California, Congressman Darrell Issa, for his opening statement. 

Mr. IsSA. Thank you, Mr. Chairman. 

This hearing is critical and timely. As you said, Mr. Chairman, 
and I join you. Bank of America making a decision to reduce the 
principle down to the current value of the home is both in the 
homeowner’s self-interest and their self-interest. As it was stated 
in the example this morning, a $250,000 home, reduced to its cur- 
rent value of perhaps $200,000, and the mortgage reduced to that 
allows the homeowner over 5 years to permanently shed that no- 
longer value, but ultimately to remain in a home that would other- 
wise be sold to someone else for $200,000 or less. 

This is a win/win if the homeowner can, in fact, make the ongo- 
ing payments at a reasonable rate that is available on the market. 
It also allows people who were gimmicked or taken advantage of 
during the earlier time that find themselves in resetting loans, 
teaser loans, all the other examples we have heard, if they fit in 
this 49,000-person initial pilot program, as Bank of America is call- 
ing it, they will be converted to a conventional loan, one that has 
a long-term ability for the homeowner to plan and to pay. 

Additionally, I might note that this plan from Bank of America, 
although not without pressure from other places, came without the 
assistance of the program we are speaking of today. It came per- 
haps out of frustration for the failures covered by the SIGTARP in 
its independent audits of HAMP. 

Today, as we look at HAMP, we look at a promise of the Presi- 
dent, a commitment by the President, a commitment broadly by the 
Congress in both parties that is not being kept. 

Mr. Chairman, I would ask unanimous consent that the poster 
which was actually put up by the Special IG be up for the entire 
hearing, because it is, first of all, factual, and, second of all, I am 
sure that all Members will be referring to it. 

Chairman TOWNS. Without objection. 

Mr. Issa. The projection of providing relief, not application, not 
promise, not hope, but relief for 3 to 4 million homeowners has 
neared a 96 percent failure. In 1 year’s time, as the chairman said, 
approximately 170,000 homeowners have qualified for permanent 
loan modifications. Many of those have already re-defaulted. 

But that is not the story that is most concerning to most of us 
at the dias, and particularly to this Member. What is concerning 
is the 1.3 million people who have applied and held out hope that 
they were going to get a modification. Today 1.1 remain. Doing my 
arithmetic, 170,000 were put into permanent modification, 30,000 
were basically told that they probably were never good candidates, 
and after months of waiting find themselves without a loan and 
without hope. 

But beyond that, people have waited 3, 5, 6, now as long as 9 
months with an open end to get an answer. That has simply caused 
the volume to swell of people who are making payments in hopes 
that it will lead to a solution when, in fact, it appears as though 
a great many of them should be looking for more affordable alter- 
nate housing, should be planning for that, and should be given the 
opportunity to make those plans with certainty. 
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Mr. Chairman, both you and I have had home loans over the 
years, and we would be outraged if our application with our income 
and other information were not accepted within days of our con- 
tacting a loan officer. More importantly, we would be outraged if 
we were not answered within days or weeks as to whether or not 
at least preliminarily we qualify. Most of us have had pre-qualifica- 
tions from banks and other lending institutions. Banks and lending 
institutions, without Government assistance or interference, nor- 
mally can do this in a short period of time. 

Clearly, this program has done just the opposite. It has created 
huge periods of uncertainty, perhaps well intended. We need to 
make a change. 

If I could roll this video very quickly of the President so we are 
all reminded of the promise and what the charge is for all of us 
under the HAMP program. 

[Videotape presentation.] 

Mr. ISSA. Ladies and gentlemen, it is the opinion of this ranking 
member that this is a mandate of our President. It is a program 
that, whether you voted for the TARP or not, must be made to 
work, and must be made to work dramatically better than it cur- 
rently is. 

With that, Mr. Chairman, I would like to thank you for the op- 
portunity of an opening statement and yield back. 

[The prepared statement of Hon. Darrell E. Issa follows:] 
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Statement of Rep. Darrell Issa, Ranking Member 

“Foreclosure Prevention: Is the Home Affordable Modification Program Preserving 
Homeownership?” 

March 25, 2010 


Thank you, Mr. Chairman, for holding this hearing about the failure of the Obama administration’s 
signature effort to mitigate home foreclosures and stabilize the U.S. housing market, which has now seen 
new U.S. home sales drop to a record low. 

The evidence is clear: HAMP has failed. One year ago, the Administration told 4 million American 
homeowners that the Treasury Department would help them keep their homes. As of last month, the 
program had underperformed the Administration’s projections by almost 96%. According to Treasury’s 
own numbers, less than one-third of ail temporary modifications have been successfully converted into 
permanent status. 

Remarkably, the Administration has consistently asserted that HAMP is “on track to meet the president’s 
goals.” Yet at the rate HAMP is working, the President’s goals should be met about the time his 
grandchildren are purchasing their first home. 

One of today’s witnesses, the independent Special Inspector General for TARP, Neil Barofsky, has done a 
commendable job monitoring the waste evident in the Administration’s mortgage modification programs, 
and other programs that have spent nearly $I trillion dollars of taxpayer money on frenzied experiments in 
government intervention. 

Moreover, Mr. Barofsky’s report - released this week - further substantiates the staff report Ranking 
Member Jordan and I released last month, entitled “Treasury Department’s Mortgage Modification 
Programs: A Failure Prolonging the Economic Crisis.” 

The SIGTARP report reveals that the Administration’s experiments, rather than helping homeowners, are 
banning them. Millions of homeowners are now at substantial risk of “re-defaults” because the President’s 
economic team continues to press deeply flawed programs. 

Treasury’s monthly HAMP reports are forever changing metrics, reaiTanging tables, and altering graphics. 
Meanwhile, Treasury has extended an unlimited line of credit to Fannie Mae and Freddie Mac and paid 
millions of dollars to Freddie Mac for HAMP work. Additionally, Freddie Mac and Fannie Mae had 
devoted hundreds of employees and nearly $57 million in outside “no-bid” contracts to the program, 
reflecting the systemic collusion between the Administration and the two worst players in the housing crisis. 
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Statement of Rep. Darrell Lssa, Ranking Member 
March 25, 2010 
Page 2 

Mr. Chairman, this hearing provides us an opportunity for tmly bipartisan oversight. Ultimately, our 
commitment is to represent the American people - not any program, or policy, or political party. When 
government fails to meet its objectives in serving the i^opie, we should work diligently to correct it. When 
government goes beyond a failure and actually does harm to the American people - as is the case with the 
HAMP program - we have the responsibility to expose it for what it is. 

Only then, Mr. Chairman, can we secure a long-teim economic recovery built on sound economic principles 
that recognize - among other things - the need for a readjustment in the housing market that, although 
painful in the short tenn, is preferable to the results we are now experiencing from the HAMP failure. 

Billions of taxpayer dollars have already been wasted on HAMP, and together we can stop the 
hemorrhaging and deliver a stem reproof to this Administration ~ or any Administration - that cares more 
about manufacturing a phony success than about implementing policies that actually work for the American 
people. 

Thank you. 

### 
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Chairman Towns. I would like to thank the gentleman, ranking 
member, for his statement. 

I would like to yield 3 minutes to the gentleman from Baltimore, 
Mr. Cummings. 

Mr. Cummings. Thank you very much, Mr. Chairman. 

Mr. Chairman, I am very glad that you called this hearing and 
I am looking forward to hearing from today’s witnesses, and not 
only because it is an issue, the issue of foreclosure is an issue that 
affects every one of our districts, but also because we have an im- 
pressive group of witnesses before us, each of whom could occupy 
a hearing unto themselves. 

I particularly want to thank John Taylor, President and CEO of 
the National Community Reinvestment Coalition. NCRC is not 
only bringing dedicated and passionate people together to ensure 
that public policy functions for the public, but also boasts an ex- 
tremely talented group of policy professionals who provide this 
Congress with invaluable assistance. 

I was privileged to briefly address NCRC’s annual conference 
earlier this month, and, as always, I came away inspired by their 
dedication to a cause greater than themselves. 

President Obama arrived at the White House last January facing 
an economic climate unlike that inherited by almost any other 
President before him. As a response, his administration has aggres- 
sively worked to not only stabilize the financial markets, but also 
to ensure that recovery is not limited to Wall Street and reaches 
all of our communities. 

The Home Affordable Modification Program was designed to 
make mortgage payments reasonable for homeowners who were 
caught in the economic downturn; however, a confluence of factors 
has rendered the program far less effective than we or President 
Obama would have imagined or hoped. 

Unemployment, a punctured home price bubble, and restricted 
access to credit only exacerbated certain flaws in the HAMP proc- 
ess. Today’s hearing will reveal hard truths about the design and 
the execution of HAMP. For that reason, this hearing is critical, 
Mr. Chairman, and is a critical component in our role of ensuring 
that Government operations function with the highest level of effec- 
tiveness and efficiency. We must set aside our preconceived notions 
about these policies, good or bad, and conduct an honest evaluation 
of whether this program is accomplishing as much as is absolutely 
required to get our constituents through this difficult storm. 

I have often said, Mr. Chairman, that we are the greatest coun- 
try in the world. This is the greatest country in the world, and we 
will get through this storm. The question is not whether we will 
get through the storm; the question is: who will be living in your 
house after the storm is over? Who will have your job after the 
storm is over? Will you still have your health care and your health 
and will your children be able to have gone to college after the 
storm is over? That is the question. 

So I thank you again, Mr. Chairman, and I look forward to hear- 
ing from our witnesses. 

With that, I yield back. 

Chairman TOWNS. I thank the gentleman for his statement. 
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I now yield 3 minutes to the gentleman from Ohio, Mr. Jordan, 
who is the ranking member of the subcommittee. 

Mr. Jordan. Thank you, Mr. Chairman, for holding today’s hear- 
ing. As you know, the Domestic Policy Subcommittee has held 
three hearings on the foreclosure problem, and I appreciate the full 
committee’s attention to this important issue. 

Despite the commitment of $75 billion of taxpayer money, the 
American people continue to suffer from the rising tide of fore- 
closures, which hit an all-time high last month. The ranking mem- 
ber and I have continued to point out the failure of Treasury De- 
partment’s technocratic tinkering to alleviate this problem and the 
administration’s efforts to disguise the failure of their programs 
from the public. Despite this unprecedented commitment of tax- 
payer resources, a recurring theme in this administration, the 
problem of foreclosure has not been solved, and in many ways it 
is worse than ever. 

The ranking member and I have pointed out Treasury’s efforts 
to move the goal posts in an attempt to avoid accountability for its 
failure by redefining success. First, Treasury told us that their goal 
was 3 to 4 million mortgage modifications — in fact, we just heard 
the President say that himself — that would “help keep Americans 
in their homes” in a way that is “sustainable over the long term.” 

Then, last month, a Treasury official told the committee that the 
administration’s goal was actually mere offers of temporary mort- 
gage modifications. An offer of temporary modification doesn’t pro- 
vide anybody sustainable help and is actually hurting many home- 
owners by giving them false hope and encouraging them to devote 
hard-earned resources to mortgages that will ultimately end up de- 
faulting anyway. 

As I have argued before, Mr. Chairman, delaying foreclosure does 
not help the many Americans who are fighting to keep their jobs 
or find new ones. Delayed foreclosures only serve to prolong their 
economic hardship, drain them of much-needed resources, and de- 
fraud them of opportunities to find more-affordable housing op- 
tions. 

The Obama administration is once again failing to live up to its 
promises of transparency and accountability. In light of this issue, 
I was especially interested to read the recent audit of HAMP re- 
leased by the independent Special Inspector General for TARP, 
which confirmed many of our previous findings about the Treasury 
Department’s actions. 

If the Bush administration and the Democratic Congress did any- 
thing right in the bailouts of 2008, it was establishing the Office 
of the SIGTARP and putting Mr. Barofsky in place as an independ- 
ent watchdog over these programs. I applaud his efforts and his 
staff s efforts for once again courageously exposing the waste of tax- 
payer resources and the lack of transparency in the Treasury De- 
partment. 

As the SIGTARP explains in his audit, the foreclosure problem 
facing the country today is reflective of the larger economic and 
employment problems facing the American people. Without a job, 
it is almost impossible for any American to afford any mortgage 
payment. The American people deserve jobs and an economic recov- 
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ery, which this administration continues to deny them through 
anti-growth, hig Government, interventionist economic policies. 

The only viable long-term solution to keep more Americans in 
their homes and in their jobs, for that matter, is a broad-based eco- 
nomic recovery built on the foundation of free markets, fiscal re- 
sponsibility, and limited Government that has made our Nation 
strong and prosperous for more than 200 years. 

Thank you again, Mr. Chairman, for calling this hearing. I look 
forward to hearing from today’s witnesses. 

Chairman Towns. I yield to the gentleman. 

Mr. ISSA. Thank you, Mr. Chairman. As we previously discussed, 
I have a letter here respectfully requesting that this committee do 
as it has done in the past and thoroughly investigate a form of 
voter intimidation, the attacks and threats against Members of 
Congress that have been occurring since the vote on the health 
care debate. 

Chairman TOWNS. First of all, let me thank the gentleman for 
his interest in that. Of course, I must say I have an interest in it 
too, because I think that threats coming from any place is some- 
thing that we need to make certain that we do everything we can 
to prevent, and this committee actually is the committee that really 
would have the jurisdiction over that. 

So I am not sure in terms of how we would frame it, but I am 
interested in it and I will ask staff to look into it and see, in terms 
of what we would do, because it is such a broad area. But here, 
again, I want you to know that I am interested in it and we will 
talk further as to how we might be able to pursue it. 

Thank you for your interest. 

Mr. IsSA. Thank you, again, for your bipartisan support, Mr. 
Chairman. 

Chairman TOWNS. We will now turn to our first panel of wit- 
nesses. 

It is a longstanding policy that all witnesses are sworn in, so 
please stand and raise your right hands. 

[Witnesses sworn.] 

Chairman TOWNS. Let the record reflect that all witnesses an- 
swered in the affirmative. 

You may be seated. 

Let me just say before we get started and before I introduce our 
witnesses, this is a very serious situation. People are losing their 
life’s earnings in their homes. They have paid on it. They have put 
their money in. Now all of the sudden they are being asked to leave 
because of the fact that they are having difficult making payments. 

We have here an example of the problems that people are en- 
countering. Where are those boxes of keys? Where are they? I just 
want to show them to let you know how serious this matter is and 
how many lives are being affected by it. I have this whole big thing 
of keys here that I just want to show you, but we will move back 
and do that a little later. It is coming in now. These are keys of 
people in many instances that lived in their house. Now the house 
is being foreclosed, and these keys have been collected. This is a 
disgrace. We are a better country than this. We can do better than 
this. 
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So we are having this hearing today to see what we can do to 
turn this around. This is just too much to take. The families are 
being destroyed, children are being moved from place to place be- 
cause of the fact the mortgage is not being paid, and a lot of them, 
if they could get modifications, they would be able to work it out. 
They just need a little support, need a little help, or we would be 
where the gentleman from Maryland indicated they will be out of 
the house and somebody else will be in it, but the houses will be 
filled. That is the sad part. People who have given so much of their 
lives and then now are being thrown out. 

Thank you very much. I just wanted to show that. 

The Honorable Neil Barofsky is here today as the Special Inspec- 
tor General for the Troubled Asset Relief Program. As the principal 
overseer of the TARP, Mr. Barofsky is responsible for conducting 
audits and investigations related to the hundreds of billions of dol- 
lars flowing through Treasury to rescue our troubled economy. In- 
cluded in those dollars is the funding of HAMP. Today, Mr. 
Barofsky will present findings and recommendations based on his 
audit of HAMP. 

We welcome you, Mr. Barofsky. 

The Honorable Gene Dodaro is the Acting Comptroller General 
of the United States and the head of the Government Accountabil- 
ity Office. GAO has conducted an ongoing review of HAMP. Today 
Mr. Dodaro will present an update on the activities of HAMP to 
date, as well as the preliminary findings of GAO’s current evalua- 
tion of loan servicers’ implementation of that program. 

Welcome, Mr. Dodaro. 

We have also with us Mr. John Taylor. Mr. Taylor is the presi- 
dent and CEO of the National Community Reinvestment Coalition. 
Today, Mr. Taylor will present the findings of NCRC’s investigation 
of foreclosure rescue scams, as well as the result of a survey of dis- 
tressed borrowers seeking assistance from HAMP. 

Welcome, Mr. Taylor, for being here. 

And, of course, we also have with us Mr. Calabria, who is the di- 
rector of final regulation studies at the Cato Institute. 

We are delighted to have all of you here. Why don’t we start with 
you, Mr. Barofsky, and then we will just come right down the line. 

STATEMENTS OF NEIL M. BAROFSKY, SPECIAL INSPECTOR 

GENERAL, TROUBLED ASSET RELIEF PROGRAM; GENE L. 

DODARO, ACTING COMPTROLLER GENERAL, GOVERNMENT 

ACCOUNTABILITY OFFICE; JOHN TAYLOR, PRESIDENT AND 

CEO, NATIONAL COMMUNITY REINVESTMENT COALITION; 

AND MARK A. CALABRIA, DIRECTOR OF FINANCIAL REGULA- 
TION STUDIES, CATO INSTITUTE 

STATEMENT OF NEIL BAROFSKY 

Mr. Barofsky. Thank you. Chairman Towns, Ranking Member 
Issa, members of the committee. It is a privilege to appear once 
again before you to testify and to present our most recent audit on 
the HAMP program. 

I would like to thank this committee for its support of our office 
and the leadership and tenacity that you have shown in bringing 
transparency and accountability to the HAMP program. 
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The program was announced more than a year ago, and, as 
Treasury has acknowledged, the results have been disappointing, 
with fewer than 200,000 mortgages being permanently modified. In 
order to assess the success of a program, however, one must start, 
with any Government program, with what it set out to do. What 
were its goals? Who was it meant to help? 

Unfortunately, with respect to the HAMP program, even this 
preliminary step has been a challenge. When the program was first 
announced. Treasury described it as a program designed to help 3 
to 4 million homeowners by modifying their mortgages to a sustain- 
able level so they could stay in their homes. If this was the goal, 
absent some unexpected or unanticipated change in circumstances, 
it will not be met. As a Treasury official acknowledged to us, it is 
estimated that half of that amount will occur, IV 2 to 2 million per- 
manent modifications. 

Now, Treasury has consistently told us throughout this audit, 
and it is borne out by statements that Treasury made back last 
year in March, that its goal wasn’t for permanent modifications 3 
to 4 million, it was to make 3 to 4 million offers for temporary or 
trial modifications, and it may well be that the program is on pace 
to meet that goal. However, as we detail in our audit report, we 
believe that this goal is essentially meaningless. 

This program’s success will be defined and must be defined as it 
was justified to the American people: how many people will receive 
permanent modifications and get to stay in their homes as a result 
of this program? And it is unclear at this point what that number 
may be. 

One thing that is certain: it will be extremely difficult or impos- 
sible, until Treasury puts out its number of what its estimate is 
and what its goal is for permanent modifications for it to be able 
to honestly and accurately assess the success of the program and, 
far more importantly for today’s purposes, to make the necessary 
changes so they can meet those goals. 

We believe that it is unacceptable that 1 year into this program 
Treasury has still failed to identify what its goal is for the number 
of permanent modifications to actually help people stay in their 
homes. 

There have been some successes. Treasury has signed up more 
than 110 servicers, getting 90 percent coverage, and has built an 
infrastructure for this program. But, as we detail in this audit, the 
disappointing number is a result of some mistakes, been plagued 
by certain errors. Servicers have complained to us about the con- 
stant changes in program guidance from Treasury, documentation 
requirements, even to the net present value test, which is the com- 
puter model that Treasury prepared that was intended so that the 
servicers could know whether or not a mortgage is appropriate for 
it to be modified or not. These types of changes have contributed 
the problems with the program. 

Similarly, we have noted problems with the result of Treasury 
pushing and at times pressuring servicers to do verbal trial modi- 
fications; that is, putting mortgages temporarily into the program 
based only on the word, the verbal statements of a borrower, with- 
out getting verified documentation of income. This problem has led 
to — we have found it to be essentially counter-productive. It has led 
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to a huge backlog of trial modifications. Importantly, it has di- 
verted scarce resources that could otherwise be devoted to perma- 
nently converting modifications, and perhaps worst of all it may 
have actually harmed the people this program was intended to 
help, borrowers who were put into hopeless modifications with no 
chance to succeed. 

We have also learned about dangers about re-default, and that 
is when borrowers who get permanent modifications but are unable 
to continue because either the payments that they have are still 
unaffordable or because they are too hopelessly underwater to be 
able to continue or decide not to continue to make payments. 

We recommended to Treasury to reassess the vulnerability to re- 
default, lest billions of taxpayer dollars be lost supporting mortgage 
modifications that will be doomed to failure. Regrettably, Treasury 
has not adopted this recommendation. 

On a final note, Mr. Chairman, to address your point about mort- 
gage modification fraud, it is a significant and widespread problem. 
SIGTARP alone, we have two dozen criminal investigations ongo- 
ing into these frauds. 

I am pleased to announce that we have had a recent success. 
Last summer we worked with the FTC to shut down one of these 
frauds, and this week I am very pleased to announce that two of 
the principals of that fraud, Glen Risofsky and Michael Trapp, 
SIGTARP agents working with our partners at IRS secured crimi- 
nal charges that were filed against them in California that will 
hold them accountable for the more than $1 million fraud that they 
executed. 

Chairman Towns, Ranking Member Issa, members of the com- 
mittee, thank you for hearing my testimony today. I do look for- 
ward to answering any questions that you may have. Thank you. 

[The SIGTARP report entitled, “Factors Affecting Implementa- 
tion of the Home Affordable Modification Program,” follows:] 
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Factors Affecting Implementation of the Home Affordable 
Modification Program 


What SIGTARP Found 

When HAMP was launched in the first few months of 2009, Treasury justified the 
program by stating that it would “help up to 3 to 4 million at-risk homeowners avoid 
foreclosure,” and that it would do so “by reducing monthly payments to sustainable 
levels.” NcHwithstanding this laudable aspiration that the program would actually help 3 
to 4 million homeowners avoid foreclosure. Treasury has stated its 3 to 4 million 
homeowner goal is n<rt tied to how many homeowners actually receive sustain^le relief 
and avoid foT«:!osure, but rather that 3 to 4 million homeowners will receive offers for a 
trial modification. Measuring trial modification offers, or even actual trial modifications, 
for that mattw, is simply not particularly meaningful. The goal that should be developed 
and tracked is how many people arc helped to avoid foreclosure and stay in their homes 
through pomanent modifications. Transparency and accountability demand that 
Treasury establish goals that are meaningful, and that it report its progress in meeting 
such meaningful goals on a monthly basis. Continuing to frame HAMP's success around 
the number of “offers” extended is simply not sufficient. 

A year into the program, although more than a million trial modifications have been 
initiated, the number of permanent modifications thus far, 168,708, has been, even 
according to Treasury, “disappointing.” One Treasury official’s current estimate for how 
many permanent modifications will result from HAMP — 1 .5 to 2 million over the 
course of the four-year program — may be only a small fraction of the total number of 
foreclc«ures that will occur during that period. It is the current projected estimate of 
pennanent modifications (and not Treasury’s still repeated 3 to 4 million figure) that 
should inform the debate oh whether HAMP is worth the resources being expended or 
whether the program needs to be re-vamped to actually help more borrowers, 

There arc several reasons that have been identified for the disappointing results: 

(a) program rules had not been fully developed by the time the program began, and 
Treasury has had to revise guidelines repeatedly, causing confusion and delay; 

(b) Treasury’s decision to permit servicers to start trial modification.s before receiving 
supporting documentation has been counterproductive, creating a large backlog of trial 
modifications, of which many will never become permanent; and (e) Treasury’s 
marketing efforts thus far have been limited, with an inexplicable absence of its own 
television public service announcements a year into the program, 

Looking forward, even if HAMP results in the estimated 1.5 to 2 million permanent 
modifications, the program will not be a long-term success if large amounts of 
borrowers simply re-dcfault and end up facing foreclosure anyway. Several aspects of 
HAMP’s design make it particularly vulnerable to re-defauits. First, a borrower’s non- 
mortgage debts (which could prevent a homeowner from slaying current on even 
modified mortgage payments) are neither factored into the modified payment calculation 
nor will they exclude borrowers from participating in HAMP. Second, borrowers may be 
unable to meet the increasing monthly payments if their income has not increased 
commen.suratc with the interest rate-adjustments that begin once the five-year 
modification period is concluded. Third, even if borrowers receive a IIAMP permanent 
modification on their first lien, for the estimated 50 percent of at-risk borrowers, the 
total monthly mortgage payments might still be unaffordable if the second lien is not 
also modified or extinguished; only recently has Treasury been able to sign up servicers 
to Treasury’s second lien program. Finally, given the prevalence of negative equity in 
mortgages eligible for modification, re-defauits resulting from negative equity, including 
strategic defaults, may be a factor as borrowers decide that it makes more economic 
sense for them to walk away from (heir mortgages notwithstanding the lower payments. 


Special Inspector General for the Troubled Asset Relief Program 
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Factors Affecting Implementation of the Home 
Affordable Modification Program 

SIGTARP Report 10-005 March 25, 2010 

Introduction 


Home foreclosures can have a devastating impact not only on the families losing their homes, but 
also on the conununities affected and on mortgage lenders. Families can potentially face 
economic challenges and homelessness after losing what is typically their most important asset 
and investment; communities suffer from the downward drag on property values that vacant, 
foreclosed-upon houses represent; and mortgage lenders and investors not only lose their receipt 
of monthly house payments but are often left with the difficult choice of selling the home at fire 
sale prices or incurring substantial maintenance expenses. Unfortunately, these negative effects 
have been widely felt during the current financial crisis, with foreclosures in many areas of the 
country reaching historic proportions. More than two million homeowners received foreclosure 
filings in 2008; nearly 2.8 million homeowners received foreclosure filings in 2009, and millions 
more are expected in 2010, with some estimates predicting that the number will eclipse the 
already staggering 2009 number. 

With the foreclosure crisis as background. Congress made foreclosure mitigation an express part 
of the Emergency Economic Stabilization Act of 2008 (“EESA”), the statute that created the 
Troubled Asset Relief Program ("TARP”). Among other things, preserving homeownership is 
an explicit purpose of EESA, and “the need to help families keep their homes and to stabilize 
communities” is one of the considerations that the Secretary of the Treasury must take into 
consideration in exercising his authorities under EESA. 

In February 2009, the United States Department of the Treasury (“Treasury”) announced several 
home preservation initiatives under the broad Making Home Affordable (“MHA”) program, 
including the Home Affordable Modification Program (“HAMP”). HAMP is a $75 billion 
program that includes $50 billion from TARP for the modification of privately-owned mortgage 
loans. More than a year has now passed since HAMP was announced, and this audit examines 
the program’s status and limited successes thus far. This report is a review of the actions 
Treasury has taken to implement HAMP and is not an audit of servicers. The information 
garnered from our conversations with servicing officials was used as supplemental information 
to further infoitn our assessment of HAMP’s status and challenges. 
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Objectives 

The objectives of this audit are to determine the status of HAMP and what challenges have been 
faced in HAMP’s implementation. Specifically, we will answer the following questions; 

What is the status of HAMP, and has the program met its goals for participation thus far? 

What challenges have confronted and continue to confront Treasury in implementing the 
program? 

SIGTARP will issue separate reports on HAMP’s internal controls and on servicers’ compliance 
with Treasury’s net present value test, and will soon announce additional audit work on HAMP’s 
compliance program. 

For a discussion of the audit scope and methodology and a summary of prior coverage, see 
Appendix A. For a description of HAMP stakeholders’ roles and responsibilities, see Appendix 
B. For a description of how the HAMP net present value test model has changed over the course 
of the program, see Appendix C. For definitions of acronyms used in this report, see Appendix 
D. For a list of audit team members, see Appendix E. For management comments, see 
Appendix F. 


Background 

HAMP is designed to encourage loan servicers to modify eligible mortgages so that the monthly 
payments of homeowners who are currently in default or are in imminent risk of default will be 
reduced to affordable levels. Loan servicers are not required to participate in the program, but 
HAMP encourages servicers to make such modifications by sharing some of the costs associated 
with the modification and by making incentive payments based upon successful modifications. 
Once servicers sign a Servicer Participation Agreement, servicers are required to offer HAMP 
modifications to all eligible borrowers. 

Treasury signed fiscal agent agreements with the Federal National Mortgage Association 
(“Fannie Mae”) and the Federal Home Loan Mortgage Corporation (“Freddie Mac”) to act as 
Administrative Agent and Compliance Agent, respectively, for HAMP. In addition, Fannie Mae 
and Freddie Mac are required to modify eligible mortgages that they own or guarantee. The 
Administration estimated, at the time HAMP was announced in February 2009, that the cost to 
Fannie Mae and Freddie Mac of modifications of loans they own or guarantee could be up to $25 
billion. 

Actual execution of the program lies in large part with participating mortgage servicers whose 
employees are responsible for the offering and processing of modifications. As of the end of 
January 2010, 110 servicers signed agreements to participate in the privately-owned mortgage 
portion of HAMP with servicer success and performance varying. Other entities have additional 
roles and responsibilities for implementing HAMP. See Appendix B for the key HAMP 
stakeholders and descriptions of their roles and responsibilities. 
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This background section briefly describes (a) HAMP’s eligibility requirements, (b) the basic 
structure of how the terms of modifications are determined, (c) the incentive payment structure, 
and (d) other programs that facilitate or operate in lieu of HAMP modifications. 

HAMP Eligibility 

One financial eligibility requirement under HAMP is that a borrower must either be in default of 
his or her loan — 60 or more days late on their mortgage payments — or be at risk of imminent 
default. Risk of imminent default is defined as a borrower who is current on his or her mortgage 
payments, or is less than 60 days delinquent but faces the possibility of future default because of 
a change in financial circumstances, such as through an interest rate reset, unemployment, or 
some other reason that has made it difficult for the homeowner to continue meeting his or her 
monthly payments at the existing level. In addition to meeting these criteria, a borrower’s 
mortgage must meet other eligibility criteria to receive a HAMP modification on his first lien. ' 
Table 1 lists the additional eligibility criteria. Mortgages that have been securitized^ may require 
modifications to be approved by investors and, as discussed briefly below, a separate program 
has been initiated to deal with second liens. Although not an eligibility criterion, any foreclosure 
action will be suspended during a trial period or during consideration for foreclosure alternatives. 
Foreclosure may resume if a modification effort fails. 

Table 1 — Additional Criteria Used to Determine if a Mortgage is Eligible for a 
HAMP Modification 


Oriqination Date 

Mortgage must have originated on or before January 1 , 2009. 

Qualification Terms 

The home must be owner occupied and a single family 1-4 unit property with 
a maximum unpaid principal balance of: 

♦ 1 unit- $729,750 

• 2 unit -$934,200 

• 3 unit -$1,129,250 

♦ 4 unit -$1,403,400 

The home must be the borrower's primary residence. 

The home may not be investor-owned. 

The home may not be vacant or condemned. 

Borrowers in bankruptcy are not automatically eliminated from consideration. 
Borrowers in active litigation regarding the mortgage may qualify without 
waiving their legal rights. 


Source: Home Affordable Modification Program Guidelines, March 4. 2009. 


If a mortgage meets these eligibility criteria, the servicer will undertake a “net present value test'’ 
to determine whether it will modify the mortgage, seek a foreclosure alternative, or pursue 


' A lien is a form of security interest granted over an item of property to secure the payment of a debt or 
performance of some other obligation. The first lien takes priority over all other encumbrances over the same 
property. 

“ Securitization is a process where financial assets are packaged together into securities that are sold to investors. A 
mortgage pooling and servicing agreement describes how pooled loans will be serviced and dictates how proceeds 
and losses will be distributed among bondholder. Some agreements limit or prevent servicers from making 
modifications to mortgages. For a more detailed description of securitization, see SIGTARP's April 21, 2009 
Quarterly Report to Congress, with the discussion beginning on page 92. 
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foreclosure. Several loan characteristics are input into Treasury’s net present value model, with 
a resulting positive or negative numeric value. These inputs include the location of the home, the 
value of the mortgage, the homeowner’s credit score, the homeowner’s front-end debt-to-income 
ratio, and the loan’s delinquency status. Participating servicers are required to offer a HAMP 
modification to a borrower qualifying for a modification based on the other program criteria if 
the model generates a positive value, which indicates that it is economically advantageous to 
modify the loan; i.e., the modification will cause less loss to the owner of the mortgage than 
proceeding with foreclosure.^ 

Modification Terms 

Treasury made the decision, based on certain industry standards, that an affordable mortgage 
would have a mortgage debt-to-income ratio of 3 1 percent, meaning that the total monthly 
mortgage payment will be no more than 31 percent of the homeowner’s monthly gross income. If 
a borrower meets the eligibility criteria and the net present value model yields a positive value, 
the servicer follows HAMP’s “waterfall” (shown in table 2) in order to design a modification 
that will result in a debt-to-income ratio of 3 1 percent. Servicers apply the modification steps in 
the stated order until the borrower’s debt-to-income ratio is reduced as closely as possible to 31 
percent without going below."' 


Table 2— HAMP’s Waterfall Steps 


Step One 

Capitalize all outstanding interest, escrow advances, and third-party fees. 

Late fees are to be waived for a borrower who satisfied conditions for a trial modification. 

step Two 

Reduce the mortgage interest rate in increments of 0. 1 25 percent with a floor of two 
percent. 

If the loan is a fixed rate or adjustable-rate mortgage, the current interest rate is used as 
starting point. 

If the mortgage is a resetting adjustable-rale mortgage, the starting point will be the reset 
interest rate. 

Step Three 

The term of the mortgage can be extended to 480 months from the modification effective 
date. 

If the pooling and servicing agreement does not allow an extension, the mortgage may be 
re-amortized based upon 480 months with a balloon payment due at maturity. 

Negative amortization is prohibited after the effective date of the modification. 

Step Four 

Provide non-interest bearing and non-amortizing principal forbearance. 


' Loans that are owned or guaranteed by the government sponsored enterprises, on the other hand, arc modified if 
the net present value model results are equal to or greater than a negative $5,000. 

■' Servicers are not precluded under HAMP from agreeing to a modification that reduces the borrower's monthly 
mortgage payment ratio below 3 1 percent as long as the modification otherwise complies with the HAMP 
requirements. Similarly, and where permitted by the applicable servicing agreement or contract, servicers are not 
precluded from agreeing to a modification where the interest rate does not step up after five yeans, or where 
additional principal forbearance is substituted for extending the term as needed to achieve the target monthly 
mortgage payment ratio of 3 i percent. 
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This forbearance amount will result in a balloon payment fully due upon maturity of the 
loan, upon payoff of the interest bearing portion of loan, or the transfer of the property to 
another party. 

Principal forgiveness is not required under HAMP: however, servicers may forgive principal 
to achieve the debt-to-income ratio goal of 31 percent on a standalone basis or before any 
of the previous steps. 

If principal is forgiven before step one through three, no subsequent step in the waterfall 
may be skipped. 

If the interest rate is not reduced after principal forgiveness, the existing rate will be fixed 
and treated as the modified interest rate. 

Source: Treasury, Supplemental Directive 09-01, April 6. 2009. 


After April 15, 2010, borrowers who fully qualify for a modification and submit the required 
documentation enter a trial period. Before then, trial modifications could be made without 
documentation. The trial period lasts 90 days^ and includes three modified mortgage payments, 
but can last longer if necessary to comply with investor contractual obligations. If the borrower 
is current at the end of the trial period and all documents have been received by the servicer, the 
borrower will be offered a permanent modification. 

Incentive Payments 

To encourage participation in the program. Treasury pays incentives using TARP funds. First, 
Treasury shares some of the economic cost of the modification. If a servicer makes 
modifications to get a homeowner down to a 38 percent mortgage debt-to-income ratio, Treasury 
will provide 50 percent of the costs of modification to get the loan from 38 percent to the target 
3 1 percent debt-to-income ratio. Such payments are made once the modification becomes 
permanent and lasts for up to five years or until the loan is paid off, whichever is earlier. 

Second, Treasury makes incentive payments for successful modifications. These incentives are 
targeted toward the three main participants in the mortgage modification process — the 
homeowners who stay current on their mortgages after a modification, the mortgage servicers 
who establish successful modifications, and the investors who own the mortgage loans. Table 3 
describes incentive payments made for successful HAMP modifications. 


^ On Augu.st 26, 2009, Treasury announced a temporary waiver to allow an extension of up to two months for all 
trial periods so borrowers could submit all required documentation. A second two-month extension occurred on 
November 1 8, 2009, and then a third for one month with the conversion campaign detailed in Supplemental 
Directive 09-10 on December 23, 2009. This waiver was later amended to provide for an extension through 
December 3 1 , 2009. 
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Table 3 — HAMP Incentive Payments 


Servicer Incentive 
Payments and Pay 
for Success Fees 

Servicers will receive an up-front incentive payment of $1 ,000 for each 
permanent modification. They will also receive pay for success payments — 
as long as the borrower stays in the program — of up to $1 ,000 each year for 
up to three years. 

Borrower Pay-for- 
Performance 
Success Payments 

Borrowers are eligible to receive a pay-for-performance success payment that 
goes straight towards reducing the principal balance on the mortgage loan as 
long as the borrower is current on his or her monthly payments. Borrowers 
can receive up to $1 ,000 of success payments each year for up to five years. 

Current Borrower 
One-Time Bonus 
Incentive 

One-time bonus incentive payments of $1 ,500 to investors and $500 to 
servicers will be provided for modifications made while a borrower is still 
current on mortgage payments, but in danger of imminent default. The 
servicer will be required to maintain records and documentation evidencing 
that the trial period payment arrangements were agreed to while the borrower 
was less than 30 days delinquent. 

Investor Incentives 

This compensation equals one-half of the dollar difference between the 
borrower’s monthly payment at 31 percent and the lesser of (i) what the 
borrower’s monthly payment would be at a 38 percent; or (ii) the borrower’s 
pre-modification monthly payment. This incentive lasts up to five years. 


Note: No funds have been allocated for the borrower pay-for-performance success incentive as the required 1 2 months have not 
yet transpired since the first b’ial period started. 


Source: Treasury. Home Affordable ModiflcaUon Program Guidelines, March 4. 2009. 


Complementary Programs 

HAMP’s first lien program, described above, is just one of the programs under the broader MHA 
efforts designed to assist struggling homeowners. Some of the other programs are designed to 
work in conjunction with HAMP; others are intended to provide alternative forms of relief to 
homeowners. These other programs are as follows: . 

• The Home Affordable Refinance Program is intended to provide access to low-cost 
refinancing for homeowners suffering from falling home prices and whose mortgages are 
owned or backed by Fannie Mae or Freddie Mac. Treasury does not administer the Home 
Affordable Refinance Program; the government-sponsored enterprises (“GSE”) 
administer the Home Affordable Refinance Program themselves, under the supervision of 
their regulator and conservator, the Federal Housing Finance Agency, 

• The Second Lien Modification Program includes homeowner relief for those facing 
default or foreclosure with second mortgages. The program is intended to work within 
the framework of HAMP to offer a more complete relief package for homeowners with 
second liens. A homeowner cannot qualify for the Second Lien Modification Program 
unless his or her first loan has been modified under HAMP. 

• The Home Price Decline Protection Incentives are intended to encourage additional 
investor participation and HAMP modifications in areas with recent price declines by 
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providing additional payments to investors in areas that have suffered a decline in home 
prices. 

• The Home Affordable Foreclosure Alternatives are intended to enable servicers and 
borrowers to pursue short sales and deeds-in-lieu of foreclosure for HAMP-eligible 
borrowers in cases where the borrower is unable or unwilling to modify his or her 
mortgage. 

For more detailed descriptions of these programs, see SlGTARP’s July 2009 Quarterly Report to 
Congress, pages 1 14-116; October 2009 Quarterly Report to Congress, page 97; and January 
2010 Quarterly Report to Congress, page 98. 
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The Number of Permanent Modifications 
Entered Into During HAMP’s First Year Has 
Been Below Expectations 


This section addresses what Treasury 's participation goals for HAMP are and examines whether 
those goals have been met during the program 's first year. The next section will examine the 
challenges that have confronted and continue to confront Treasury in implementing HAMP. 


Treasury states that its goal for HAMP is that the program will offer trial modifications to 3 to 4 
million borrowers at risk from its inception through its expiration at the end of 2012. This 
section first examines how Treasury has articulated its goals for HAMP and notes that Treasury’s 
initial statements about the program indicated that HAMP was originally intended to result in 3 
to 4 million permanent modifications — a level that simply will not be met absent an 
unanticipated and dramatic increase in participation. Irrespective of how the goal is defined, 
although Treasury has made progress in developing the administrative backbone of the program 
and in getting the program started rapidly — meeting targets for servicer participation and a goal 
for early trial modifications — the rate of permanent modifications thus far has been slow. From 
HAMP’s inception through February 2010, only 168,708 mortgages have been permanently 
modified,® 


Treasury’s HAMP Participation Goal 

In its discussions with SIGTARP during the course of this audit, Treasury has insisted that its 
participation goal for HAMP is — and has been from the program’s inception — that 3 to 4 
million borrowers will be offered trial mortgage modifications over the four years of the 
program. In other words. Treasury’s stated goal is not tied to how many borrowers are actually 
helped by entering permanent modifications, but rather how many had the opportunity to enter 
trial modifications by receiving offers. 

What the anticipated benefits of a program are and how a program’s success or failure is defined 
are important to provide a reference point for discussions about whether a program is worth the 
resources devoted to it and whether the program is functioning as it should. An examination of 
how Treasury has articulated its HAMP participation goal over time demonstrates that Treasury 
has been less than consistent about how it has justified the program’s costs or defined what 
success in the program would mean. Many of Treasury’s prior statements about the program 


^ Treasury reports 1,499 of the 170,207 permanent modifications started have been cancelled, resulting in 168,708 
active permanent modifications as of February 2010. 
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have strongly suggested that HAMP would result in 3 to 4 million permanent modifications, not 
merely offers for trial modifications. For example: 

• When the outlines of MHA and HAMP were developed in early 2009 by a working group 
of officials from Treasury, the Department of Housing and Urban Development (“HUD”) 
and the White House, they advocated that the refinance and modification programs 
should “have a scale that can have a real impact on turning the housing problems around 
in this country.” 

• When HAMP was announced in February 2009, the Administration announced that the 
program’s goal was to “enable as many as 3 to 4 million homeowners to modify the terms 
of their mortgage to avoid foreclosure.” 

• In a summary sheet describing HAMP guidelines released on March 4, 2009, Treasury 
stated that HAMP “will help up to 3 to 4 million at-risk homeowners avoid foreclosure 
by reducing monthly mortgage payments.” 

• In its first supplemental directive concerning program guidelines, dated April 6, 2009, 
Treasury described HAMP as a “national modification program aimed at helping 3 to 4 
million at-risk homeowners — both those who are in default and those who are at 
imminent risk of default — by reducing monthly payments to sustainable levels.” 

• Treasury’s Web site still states that HAMP was created as “a $75 billion loan 
modification program to help up to 4 million families avoid foreclosure.” 

In sum. Treasury has repeatedly given the distinct impression that HAMP will help 3 to 4 million 
homeowners actually avoid foreclosure by reducing their monthly mortgage payments to a level 
that they can afford over the long term; those positive results can only occur with permanent 
modifications. Although Treasury has, at times, noted that the goal was tied to offers and not 
actual modifications,’ in its discussions with SIGTARP in connection with this audit, Treasury 
has conceded that its use of language in describing HAMP’s participation goals has been 
“confusing” and that it has not been “crisp” in defining its goals. Although SIGTARP is 
skeptical, as discussed below, about whether Treasuiy’s goal of giving ojfers for trial 
modifications is a meaningful one, for purposes of this discussion at least, SIGTARP accepts 
Treasury’s assertion that its goal has always been offers and not permanent modifications. 


’ In a March 4, 2009 MHA program description, Treasury stated that they were “creating a comprehensive stability 
initiative to offer reduced monthly payments for up to 3 to 4 million at-risk homeowners. . .” In testimony on July 
24, 2009, before the House Financial Services Committee, Treasury Secretary Geithner stated that “3 to 4 million 
homeowners will be offered trial loan modifications under the Administration’s program.” In testimony before the 
Congressional Oversight Pane! on September 10, 2009, Treasury Secretary Geithner stated that HAMP was 
“designed to allow 3 to 4 million families the chance to stay in their homes.” The MHA Monthly Program Report, 
for October 2009 and each month thereafter, has stated that HAMP has a “goal of offering 3 to 4 million 
homeowners lower mortgage payments through a modification over three years.” 
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In any event, during the course of this audit, a Treasury official estimated that under HAMP a 
total of approximately 3 million trial modifications will be initiated and between 1 .5 and 2 
million of those will become permanent modifications. 


Status of Participation in HAMP 

Treasury has made substantial progress during the year since the announcement of HAMP in 
attaining servicer participation. HAMP goals were developed based on a projection that servicer 
participation would be 90 percent as measured by coverage of all privately-owned mortgages. In 
its first publicly available monthly HAMP status report, which covered activity through July 
2009, Treasury reported that 38 servicers had signed agreements to modify mortgages, with 
those servicers covering approximately 85 percent of eligible mortgage debt outstanding. By 
January 2010, 110 servicers of privately-owned mortgages were participating in HAMP, with 
approximately 89 percent of all potentially eligible mortgage debt outstanding covered by those 
servicers. Servicer participation levels, therefore, are very close to projected levels. 

The program’s experience of attaining borrower participation, however, has been mixed. The 
first batch of servicers entered into agreements enabling them to start trial modifications in April 
2009. Through July, Treasury reported there were 235,247 trial modifications, but Treasury 
recognized that much more had to be done to help homeowners. In July, Treasury and HUD 
took steps to accelerate this pace. On July 9, 2009, Treasury Secretary Geithner and HUD 
Secretary Shaun Donovan wrote the Chief Executive Officers of participating servicers calling 
upon them to redouble their efforts to increase staffing and improve borrower response times. 

On July 28, 2009, Treasury, HUD and other government officials met with senior officials from 
servicers participating in HAMP to discuss ways in which to accelerate the program. At that 
meeting, three steps were announced to improve the program’s performance; (a) performance on 
a servicer-by-servicer basis would be publicly reported, (b) performance metrics would be 
developed, and (c) Freddie Mac, in its role as the program’s compliance agent, would take a 
“second-look” at a sample population of modifications. At that time, it was also announced that 
the Administration had instituted a goal to reach 500,000 trial modifications by November 1, 
2009. 

The goal of 500,000 trial modifications was met by early October; indeed. Treasury reported a 
total of nearly 700,000 trial modifications by November 1, 2009. At the same time, however, 
Treasury had not disclosed the number of permanent modifications in its monthly Servicer 
Performance Report through November 1 , 2009. The slow pace of conversions from trial to 
peimanent modifications prompted Treasury and HUD, in November 2009, to undertake a 
“conversion drive.” According to public statements by Treasury, through that point, servicers 
had “not done a good enough job of bringing people a permanent modification solution” and 
needed “to do better.”® One Treasury official told the press that “some of the finns ought to be 
embarrassed, and they will be.” The conversion drive included: 


® For their part, servicers stated that a lack of guidance from Treasury and constantly changing program guidelines 
were challenges to implementing HAMP. These issues are discussed in more detail in the next section. 
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• public reporting of conversion rates by servicer 

• regular communications with the servicers and reporting by the servicers on conversions 

• the deployment of conversion “SWAT” teams to assist the largest servicers 

• engagement with key state and local groups in an outreach campaign 

During the conversion drive, Treasury identified approximately 375,000 of the nearly 700,000 
borrowers in modifications were eligible to convert to permanent modifications by December 31, 

2009, According to the Chief Homeownership Preservation Officer, of this group of borrowers, 
approximately one-third was simply awaiting a decision from their servicers as to whether they 
qualified for a permanent modification; about 37 percent had submitted some, but not all, 
documents necessary; and more than 20 percent had submitted no documents at all to their 
servicers. 

Approximately 3 1,000 mortgages were moved into permanent modifications through November 
2009; the total number of pennanent modifications was approximately 66,000 through December 
(a monthly increase of 35,000) and 1 16,000 through January 2010 (a monthly increase of 
50,000). In total, through February 2010, approximately 1,000,000 cumulative mortgages were 
actively in HAMP modifications (168,708 cumulative active permanent modifications and 
835,194 cumulative active trial modifications). Figure I shows the number of cumulative trial 
and permanent modifications completed through each month from July 2009 through February 

2010 . 
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Figure 1 — Growth in Active Modifications (Cumulative Data from July 2009 
through February 2010) 
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Notes: The permanent modification number for September includes all active permanent modification from program inception. 
Treasury reports 1,499 of the 170,207 permanent modIficaSons started have been canceiied, resulting in 168,708 active 
permanent modifications as of February 2010. 


Source: Treasury, Making Home Affordable Servicer Performance Reports, July 2009 through January 2010. 


The Pace of Modifications Has Not Met Expectations Thus Far 

Conversions from trial modifications to permanent modifications have been slow thus far: only 
15 percent or 168,708 mortgages of the total 1,094,064 trial modifications started are still in 
active permanent status. Monthly conversions to permanent status from October through 
February have been 3,000; 26,000; 35,000; 50,000; and 52,000.’ Unfortunately, a Treasury 
official has indicated that even this modest pace of permanent modifications will not be 
sustainable and that the number of cancellations will likely increase. 


’ There were nearly 2,000 conversions to permanent modification from the beginning of the program through the 
end of September 2009. 
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Treasury faces two significant hurdles in converting the current substantial backlog of trial 
modifications into permanent status. The first relates to verbal modifications. On or prior to 
April 15, 2010, servicers are permitted to start a borrower’s trial modification with stated 
income, or verbal financial information, which is inherently less reliable than documented 
information. As of December 2 1 , 2009, Treasury reported 1 8 HAMP servicers, including four of 
the five largest HAMP servicers, had used stated income when determining initial HAMP 
eligibility. This documentation is required to be collected before the trial modification ends. 

One of the servicers SIGTARP visited expressed concern for the resulting “disproportionate time 
and expense” required to narrow down those homeowners who will actually transition to a final 
modification among those who received verbal trial modifications. Identifying and removing 
from the program ineligible borrowers who already started trial modifications as a result of 
inaccurate, verbal income information is an additional strain on a servicer’s already limited 
resources. Although use of verbal financial information certainly helped Treasury meet its 
interim target of achieving 500,000 trial modifications by November 2009; because of this 
diversion of resources, allowing verbal modifications was arguably counterproductive to 
attaining permanent modifications. Treasury has since recognized the limits of relying on 
unverified financial information before commencing trial modifications and issued a policy on 
January 28, 2010, ending this practice for all trial periods initiated after April 15, 2010. 

Although this tightening of the standards makes sense, it presumably will reduce the already 
declining number of trial modifications coming into the system, providing further reason to 
question whether the flow of trial modifications into the system is sufficient, as discussed below. 

The second issue affecting conversion relates to when payments are due during the trial period. 
On or prior to April 15, 2010, after the borrower makes the first trial modification payment 
during the initial month in which the trial modification becomes effective, he or she has the full 
length of the trial period to satisfy further trial payment requirements. The borrower can thus 
make the remaining two payments (or three payments for borrowers at imminent risk of 
defaulting)" on the last day of the final trial period month. As such, a borrower’s likelihood for 
default is concealed during the trial period and borrowers may have an incentive to delay 
entering into permanent modifications. About 25 percent of homeowners who received trial loan 
modifications and were targeted for the conversion campaign failed to keep up with their new 
reduced payments, and at least 93,750 borrowers have missed required payments. Accordingly, 
the backlog of trial modifications may be heavily populated by homeowners who are unable or 
unwilling to make the required trial modification payments but who have been able to forestall 
foreclosure (and live effectively rent free) during the term of the trial modification. Several of 
the servicers interviewed reported concerns about homeowners trying to game the system in this 
fashion. Treasury changed these payment requirements so that after April 15, 2010, a borrower 
must make monthly payments to be considered current. 

In addition to potential problems in converting the backlog of trial modifications to permanent 
modifications, recent data suggests that it might prove to be difficult to bring sufficient new trial 
modifications into the program. Since October, new trial modifications have only averaged 


In providing recommendations on HAMP program design, SIGTARP warned again.st such reliance on unverified 
information. See SIGTARP’s Quaiteriy Report to Congress dated October 21 , 2009, beginning on page 1 58. 

^ ' Non-defaulted borrowers facing a financial hardship are considered at imminent risk of defaulting. This category 
of borrowers has a four-month HAMP trial period. 
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about 96,000 per month (approximately 110,000 in November; 110,000 in December; 80,000 in 
January; and 85,000 in February), It is clear, however, that a certain percentage of homeowners 
who enter trial modifications will fall out of the program before successftilly entering a 
permanent modification due to, for example, re-default during the trial period. A Treasury 
official estimated that 50 percent to 66 percent of trial modifications will become permanent,'^ 
and indeed, the Assistant Secretary for Financial Stability has testified before the Congressional 
Oversight Panel that past experience would suggest that a 50 percent conversion rate would be 
the minimum expected and that a 75 percent conversion rate would make it “quite a successful 
program.” 

Figure 2 shows monthly borrower participation in both trial and permanent modifications since 
August 2009, 


Figure 2— Modifications Started Per Month (Non-Cumulative Data for August 2009 
through February 2010) 



Note: Treasiiry issued its first puWidy-available monttily HAMP status report — Making Home AffordaWe S^vic»f Perftjrmance 


Report — in August 2009. 

Source; Treasury, Makkig Home Affordable Servicer Pwformance Reporte, Jiiy 2009 through February 2010. 

‘‘ During the audit, a Treasury official estimated that there will be a total of 3 million trial modifications, of which 
1.5 to 2 million wiU convert to permanent modific^ion status. 
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Other Factors That Could Impede HAMP’s Long-Term Success 

Before discussing HAMP implementation issues in more detail, other factors that could impede 
HAMP’s long-term success, irrespective of whether Treasury’s articulation of its intended goals, 
should be noted. These issues are discussed briefly below. 

• Re-defaults - In the modeling it conducted in connection with HAMP, Treasury used a 
40 percent re-default rate. In other words. Treasury has estimated that, for every 10 
mortgages that enter into HAMP modifications (trial and permanent), four of those 
homeowners will re-default and potentially be in danger of losing their homes to 
foreclosure over the five years of the modifications. It is still too early to determine the 
impact of re-defaults on the program’s success or whether Treasury’s estimates are 
accurate, and SIGTARP will continue to monitor this critically important issue. 

• Limitations on debt-to-income eligibility ratio - HAMP uses an affordability ratio that 
excludes other factors that would normally be accounted for in traditional loan 
underwriting, thereby potentially overestimating the true ability of the borrowers to 
repay, which in turn will impact their ability to make modified payments in either a trial 
or a permanent modification. HAMP servicers use a monthly “front-end” debt-to-income 
eligibility ratio of 31 percent, consistent with a Federal Housing Administration 
underwriting guideline. In using this front-end calculation, the only debt HAMP 
servicers consider is mortgage debt'’' — the borrower’s other debts (e.g., car payments, 
student loans, credit card obligations, and second liens on the home) are not factored into 
the front-end debt-to-income calculation. Although the Federal Housing Administration 
uses a 31 percent front-end debt-to-income ratio when underwriting mortgages, it also 
requires lenders to consider the total debt-to-income ratio when determining whether a 
borrower qualifies for a mortgage. Both ratios must be below a designated threshold in 
order for the bon’ower to demonstrate his or her ability to make timely mortgage 
payments. In contrast, although HAMP servicers are required to calculate the borrower’s 
total debt-to-income ratio, high total ratios will not exclude borrowers from participating 
in HAMP. Instead, borrowers with total debt-to-income ratios greater than or equal to 55 
percent must simply sign a statement that they will work with an HUD-approved 
counselor. As a result, many HAMP participants have their monthly mortgage debt 
reduced but still have a debt-to-income ratio that may be far too high for them to be able 
to afford to continue to make monthly mortgage payments, even at the HAMP-reduced 
amounts, thereby increasing their likelihood to re-default. As of December 2009, 
boiTowers with total debt-to-income ratios greater than 50 percent represented more than 
half of HAMP permanent modifications. Thirty-two percent of all borrowers holding 
HAMP permanent modifications had total debt-to-income ratios greater than 70 percent. 
This problem is exacerbated, of course, by the unacceptably high unemployment rates, 


When a borrower re-defaults during a trial modification, he is still responsible for the difference between the 
original payments and the modified payments made during the trial modification period. 

Mortgage debt is defined as principal, interest, taxes, insurance, and homeowners’/condominium association fees 
for HAMP purposes. This excludes second lien mortgage debt. 
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which will potentially increase household debt and could have a dramatic impact on re- 
default rates. 

• Five-year period of permanent modifications - HAMP’s permanent modification is 
designed to last for five years. Treasury based the five year period on “analysis used to 
determine a reasonable time frame for price recovery, including review of future prices, a 
statistical analysis of the steepness of actual price declines, consideration of broader 
macroeconomic forecasts, experiences of other modification programs, and judgment.” 
Unlike a traditional fixed-rate mortgage, if the interest rate on a HAMP modification is 
adjusted to below prevailing market rates, after the five-year fixed period, the rate can 
incrementally increase by up to one percent per year, capped at the 30-year conforming 
fixed rate'^ on the day the modification agreement is drafted. Borrowers, however, may 
be unable to meet the increasing monthly payments once the interest rate begins to 
increase if the borrower’s income has not increased commensurate with the interest rate 
adjustments, a situation that led to widespread defaults for sub-prime adjustable rate 
mortgages during the current financial crisis. Using the HAMP average unpaid principal 
balance of $247,149 (as of November 2009) and average remaining term of 327 months, 
a borrower with a two percent modification interest rate will face a monthly payment that 
is 23 percent higher in the fourth year after the permanent modification period if the rate 
is incrementally increased by one percentage point annually. However, current 
projections suggest that salaries may not increase by a corresponding rate. 

• Second liens - Treasury has estimated that up to SO percent of mortgages at risk of 
delinquency and foreclosure are backed by second liens. Although bonowers may 
receive a HAMP permanent modification on their first lien, the total monthly mortgage 
payment might still be unaffordable if the second lien is not modified or extinguished. 
Under the second lien program, when a borrower’s first lien is modified under HAMP 
and the servicer of the second lien is a HAMP participant, that servicer must offer 
either to modify the borrower’s second lien according to a defined protocol or to accept a 
lump sum payment from Treasury in exchange for full extinguishment of the second lien. 
The second lien program follows a standard waterfall similar to HAMP’s first lien 
program. Servicers can begin immediately to modify or extinguish loans under the 
second lien program, once they sign Servicer Participation Agreements to participate in 
the program. The second lien program has not been fully implemented, although it was 
announced in April 2009 and designed to work in tandem with HAMP. Participation to 
date has been extremely limited, but with the recent signing of Bank of America, Wells 
Fargo, and .IPMorgan Chase, it is improving. 

• Negative equity and strategic defaults - Negative equity results when more is owed on 
a property than the property is worth. HAMP does not require servicers to address 


” This rate represents the fixed interest rate on a 30-year loan that has a principal balance less than the maximum 
principal amount of mortgage which Fannie Mae and Freddie Mac can purchase, sell, and securitize. For 
example, a mortgage that was modified on January 7, 2010, would be capped at 5.09 percent. 

A servicer must execute a Servicer Participation Agreement or amend and restate an existing Servicer 
Participation Agreement previously executed for HAMP to participate in the HAMP Second Lien Modification 
Program. 
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negative equity,*^ which an industry expert has called the “most important predictor of 
default.” It is estimated that homeowners who have negative equity (currently 
constituting about 25 percent of all borrowers nationwide) represent almost half of all 
foreclosures. During the course of our audit work, SIGTARP was not able to obtain 
documentation to support the different estimates as to the weighted average of the 
combined mortgage loan amounts'* compared to the home’s value for all borrowers in 
HAMP trial modifications, but the numbers all indicate that the average HAMP mortgage 
is underwater. For example, Fannie Mae reported to SIGTARP that the ratio was 247 
percent through November 2009, which Treasury has “corrected” to 140 percent. 
Treasury currently estimates that the ratio is 1 14 percent. 

o The primary method of quickly addressing negative equity is through principal 
reductions. However, Treasury Secretary Geithner testified during the December 
10, 2009 Congressional Oversight Pane! hearing that Treasury made a “conscious 
choice ... not to start [HAMP] with principal reductions.” He stated it was 
determined that principal reductions were “more expensive for taxpayers,” 

“harder to justify,” and had a higher “risk of unfairness.” Principal reduction is a 
long-term means of making payments affordable, but can pose moral hazard. In 
this context, borrowers who are current on their mortgages may consciously 
choose to stop paying their mortgage if they are aware that delinquent borrowers 
receive incentives and financial assistance under HAMP. 

o The practice of a borrower choosing to default on the mortgage, even when he or 
she can afford the payments, is called strategic default. Strategic default usually 
occurs when the home’s value is substantially lower than the mortgage value. 
Although relatively common in commercial real estate, it has been widely 
reported that homeowners may be increasingly more likely to strategically default 
on their homes. Given the amount of negative equity in the mortgages under trial 
modifications, strategic default may become a factor in HAMP re-defaults, as 
borrowers decide that it makes more economic sense for them to walk away from 
their mortgages, and rent at a lower cost, rather than continue to make higher 
payments that may never result in them obtaining equity in their mortgage. 


HAMP allows principal reduction, but it is not typically implemented in practice. Servicers forgave principal on 
less than two percent of HAMP trial loans. Before HAMP, 10 percent of servicer-sponsored modifications 
forgave principal. Rather than forgiving principal, HAMP primarily reduces monthly payments through interest 
rate reductions, amortization term extensions, and principal forbearance. On Februaiy 19, 2010, however, the 
Administration announced a new initiative to help the housing markets that have experienced 20 percent or more 
average home price decreases. The program allocates $1.5 billion of TARP funds for a limited number of states’ 
housing finance agencies to address housing priorities in the local markets. The state agencies will submit 
proposals to Treasury for approval before Treasury funds the programs. The proposals may include measures for 
unemployed homeowners, assistance to borrowers owing more than their home is now worth, help to address 
challenges arising from second mortgages, or other programs encouraging sustainable and affordable 
homeownership. Until the states submit proposals, it is unclear whether any or all of the programs will include 
the items discussed above. 

Combined loan-to-value ratio compares the value of all outstanding mortgages on the home to the home’s value. 
Moral hazard occurs when someone insulated against a risk (such as in the context of a government bailout 
program) may behave differently than if they bore the full risk. 
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Several Issues Relating to HAMP 
Implementation Have Posed Challenges to 
HAMP Participation, in Particular to Converting 
Trial Modifications into Permanent 
Modifications 


This section describes how Treasury has implemented HAMP and some of the program 
challenges that have been encountered. 


When HAMP was announced in Febraary 2009, Treasury committed to implement the program 
rapidly, with Treasury Secretary Geithner stating that HAMP would work at an “extraordinarily 
rapid pace for a program.” As promised, the program was rolled out quickly, with initial 
program guidelines released in March 2009 and the first agreements with servicers being 
executed in April. In July, Treasury also placed pressure on servicers to move more quickly and 
instituted a goal of 500,000 trial modifications by November. Although that goal was met, by 
November it became clear that the pace of conversions from trial modifications to permanent 
modifications was slower than expected, and Treasury’s Assistant Secretary for Financial 
Stability stated that the department was “disappointed in the permanent modification results thus 
far.” Treasury has blamed servicers for this disappointing result; servicers have blamed 
Treasury’s implementation; and both have blamed homeowners for failing to comply with 
documentation requirements. 


Steps Treasury Took to Implement HAMP 

Treasury attempted to get HAMP mnning rapidly. President Obama announced the Homeowner 
Affordability and Stability Plan, of which HAMP was a major component, on Februaiy 18, 2009. 
Fourteen days later, the Administration and Treasury released what they called “detailed 
requirements” that they indicated would equip servicers with the infoimation necessary to begin 
modifying mortgages. Fifteen days after that. Treasury launched the Making Home Affordable 
Web site, an online resource intended to educate borrowers about HAMP. On April 6, 2009, 
Treasury issued its first supplemental directive containing additional guidance to servicers for 
implementation of HAMP for privately-owned mortgages. One week later, on April 13, 2009, 
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the first six servicers signed servicer participation agreements, making them eligible to modify 
loans under HAMP.^® 

In July, Treasury took a series of steps to aceelerate the pace of HAMP participation. 

• On July 9, 2009, Treasury Secretary Geithner and HUD Secretary Donovan wrote the 
Chief Executive Officers of participating servicers calling upon them to redouble their 
efforts to increase staffing, improve borrower response times and streamline the 
application process. 

• On July 28, 2009, Treasury, HUD and other government officials met with senior 
officials from servicers participating in HAMP to discuss ways in which to accelerate the 
program and bring relief to homeowners faster. At that meeting, steps were announced to 
improve the program’s performance, including reporting on performance on a servicer- 
by-servicer basis, the development of performance metrics, and that Freddie Mac, in its 
role as the program’s compliance agent, would take a “second-look” at a sample of 
modifications. 

• The Administration announced a goal to reach 500,000 trial modifications by November 
1,2009. 

The goal of 500,000 trial modifications was met by early October. By then, however, it was 
becoming clear that the rate of conversion from trial modifications to permanent modifications 
was very slow. Through the end of October, there were more than 650,000 active trial 
modifications, but Treasury had not disclosed the number of permanent modifications in its 
monthly Servicer Performance Report through November 1, 2009. 

The slow pace of conversions from trial modifications to permanent modifications prompted 
Treasury and HUD to undertake a “conversion drive” in November 2009. According to public 
statements by Treasury, servicers had, up to that point, “not done a good enough job of bringing 
people a permanent modification solution” and needed “to do better.”^' The conversion drive 
included similar measures as in the earlier drive to increase trial modifications, including putting 
pressure on the servicers by making results public. The initial announcement included: 

• publicly reporting conversion rates by servicer 

• regular communications with the servicers and reporting by the servicers on conversions 

• the deployment of conversion “SWAT” teams to assist the largest servicers 

• engagement with key state and local groups in an outreach campaign 


* Beginning in April and May of 2009, Treasury attempted to expand homeowner relief and increase modification 
affordability programs that were complementary to HAMP or that provided alternative relief, announcing the 
Second Lien Modification Program, foreclosure alternatives such as deed-in-lieu and short sale, and the Home 
Price Decline Protection Incentive. It took Treasury another three months until it announced program details, 
however, and another five months after that until the first servicer signed a contract to participate in the Second 
Lien Modification Program in late January 2010. 

For their part, servicers stated that a lack of guidance from Treasury and constantly changing program guidelines 
were challenges to implementing HAMP. 
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On January 28, 2010, Treasury announced that it would require servicers to obtain verifiable 
income documentation prior to trial modification, beginning with borrowers entering trial 
modifications after April 15, 2010, 

Figure 3 is a timeline of several key HAMP implementation milestones from the announcement 
of the program through February 2010. 


Figure 3— Key HAMP Implementation Milestones (February 18, 2009 through 
February 2010) 


2/1/2009 


T- 


3/1SQ09 


4/1/2009 -- 

5/1C009 -~ 

6/1/2009 -- 

7/1/2009 

8/1/2009 

9/1/2009 — 


2/18/2009 

President Obama announces Homeowners Affordability and Stability Plan 

3/4/2009 

Guidelines to enable modifications under Homeowners Affordabiiity and Stability Plan are announced 

3n 9/2009 

New consumer Website for responsible homeowners seeking relief launched 
4/13/2009 

The first six servicers sign an Servicer Participation Agreement making them 
eligible to modify loans under HAMP 

4 ^ 8«009 

New details on Second Lien Program announced 

& 2&2009 

Obama Administration to launch national outreach campaign in support of MHA 

7/28/2009 

Administration, servicers commit to faster relief for struggling homeowners through loan modifications 

8/14/2009 

Second Lien Modification Program details announced 


10/1/2009 

11/1/2009 
12/1/2009 J 


11/6/2009 

eSignatures now accepted for HAMP loan modiftcation documents 


11/30/2009 

Obama Administration kicks off mortgage modification conversion drive and 
new program offers borrowers foreclosure alternatives 


2/1/2010 


1/28/2010 

Verified income required for trial plan offers after April 15, 201 0 


Source: SIGTARP analysis of Treasury Press Releases and Supplemental Directives. 
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Difficulties Encountered in Implementing HAMP 


Although the reasons for the disappointing results thus far are many, discussions with Treasury, 
the GSEs, and the servicers, and an analysis of performance data have identified several specific 
issues concerning HAMP implementation that have posed particular challenges. 


Changmg Documentation Requirements 

Receiving required documentation from borrowers has been a significant challenge in moving 
trial modifications into permanent status. Treasury has identified this as a significant challenge, 
and servicers have reported difficulties in obtaining borrowers’ income documentation. These 
views have been borne out by the data. Of the 375,000 trial modifications targeted for 
conversion in November, a majority had incomplete documentation and 20 percent had supplied 
no documentation at all. 

Treasury has changed the standards for what documents are required and whether trial 
modifications can be entered into before such documentation is provided since the program was 
rolled out. Table 4 tracks the changes in what documents have been required for borrowers to 
verify income. 


Table 4 — Changes in HAMP Income Documentation Requirements 


Date 

Chanqe Description 

Documentation Requirements and Chances 

3MK009 

Treasury's Initial program guidelines 
stated that a servicer may accept 
either documented or verbal income 
from the borrower to determine 
whether a borrower is eiigible for a 
trial modification. 

• Signed Form 4506-T 

• Two most recent paystubs for wage earners, and other third 
party document of reasonable reliability for self-employed 

• Representation that the borrower does not have sufficient liquid 
assets to make monthly payments 

• Obtaining most recent tax return on fife 

4/6/2009 

Supplemental Directive 09-01 
provided additional detail as to what 
kinds of documentation would be 
deemed sufficient before 
conversion to a permanent 
modification. 

If borrower is employed; 

• A signed copy of most recently filed federal tax return 

• A signed Form 4506-T 

• Copies of two most recent paystubs indicating year-to-date 
earnings 

• A letter from a reliable third party for ail bonuses, commissions, 
fees, housing allowances, tips and overtime. 

If self-employed: 

• A signed copy of most recently filed federal tax return 

• A signed Form 4506-T 

• Most recent quarterly year-to-date profit/ioss statement 

• Other third party reliable documentation voluntarily provided 
if borrower uses alimony or child support: 

• Photocopy of divorce decree or other legal written assignment 
providing for payment of alimony, and documentation of 
payment. Servicers must determine that income will continue 
for three years. 

If borrower uses benefit income {such as social security): 
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• Documentation showing amount of benefit, frequency and 
duration (must continue for three years). 

• Must obtain copies of signed federal tax returns, W-2 forms or 
o^ies of two most recent bank statements. 

If borrower receives public assistance or unemployment; 

• DcKMjmOTtation showing amount, frequency and duration. 
SeT^nc«B must determine the income will continue for nine 
monttis. 

If borrower uses Rental income: 

• Signed Federal income tax returns including Schedule E. 
supplemental income and loss. This income will be counted at 

75 percent. 

7/6/2009 

Treasury’s Supplementa! Directive 
09-03 announced that the servicer 
should begin trial modification 
period reporting once the servicer 
receives the borrower’s first trial 
period payment regardless of 
whether the servicer has received 
an executed copy of the trial period 
plan. 

Same documentation requirements as Supplemental Directive 09-01 . but 
borrower may be put into trial period without the executed copy of the trial 
period plan. 

10/8/2009 

Treasury's Supplemental Directive 
09-07 represents an ongoing effort 
to improve process efficiency by 
updating the borrower underwriting 
requirements by permitting 
"alternative" forms of income 
verification before conversion to a 
permanent modification and 
introdudng revised model 
documentation for the program. 

Servicers can still put a borrower into a trial period with stated income, 
but the Income documentation collection now includes; 

• Signed Form 4506-T 

• Those in imminent default may. in accordance with investor 
guidelines, be required to provide the most recent signed copy 
of their federal income taxes. All other borrowers may, but are 
not required to submit. 

• Copies of two most recent paystubs with year-to-date earnings 

If self-employed; 

• The most recent quarterly or year-to-date profit and loss 
statement 

If borrower earns "other" income: 

• Reliable third party documentation describing nature of income 

If borrower uses alimony, separation maintenance, or child support 
income: 

• Copy of divorce decree, or other legal written assignment 
providing for payment of alimony or child support and duration of 
payment. 

• Evidence of receipt of payment, such as bank statements with 
amount of payment 

If borrower receives public assistance or unemployment; 

• Evidence of amount, frequency and duration of the benefits, 
which must continue for nine months. 

If borrower uses rental income: 

• Signed Federal income tax returns including Schedule E, 
supplemental income and loss. This income wiil be counted at 

75 percent. 

If borrower uses benefit income (such as social security): 

• Evidence of amount and frequency of benefit 

• Evidence of receipt of payment 

All passive and non-wage income (including rental, part-time 
employment, bonus/tip, investment and benefit income) does not have to 
be documented if borrower declares the income and it constitutes less 
than 20 percent of total income. 

1/28/2010 

Treasury’s Supplemental Directive 
10-01 requires full verification of 
borrower eligibility after April 15. 
2010, including documented 
verification of income, prior to 
offering a trial period plan. 

A servicer may only evaluate a borrower for HAMP after it receives: 
Request for Modification and Affidavit Form, Form 4506-T or 4506T-EZ 
and evidence of income, including: 

• Copies of two recent paystubs which do not have to be 
consecutive. 

• The most recent quarterly or year-to-date profit and loss 
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stat«Tient for self employed 

• R^igble third party documentation describing nature of income 
for alt bonuses, commissions, fees, housing allowances, tips 
arid overtime. 

If borrower earns benefit income (such as social security); 

• Evidence of amount and frequency of benefit 

• Receipt of payment, such as bank statements showing deposit 
amounts. 

If borrower receives unemployment: 

• Evidence of amount, frequency and duration of the benefits, 

must continue for nine months. 

If bonower uses Rental income: 

• Signed Federal income tax returns which include Schedule E, 
supplemental income and loss. This income will be counted at 
75 percent. 

If borrower uses alimony, separation maintenance, and child support 
inoDme: 

• Copy of divorce decree, or other legal written assignment 
providing for payment of alimony or child support and duration of 
payment. 

• Evidence of receipt of payment, such as bank statements with 
amount of payment 

Ail passive and non-wage income (including rental, part-time 
employment, bonus/tip, investment and benefit income) does not have to 
be documented if borrower declares income and it constitutes less than 
20 percent of total income. 

Non-borrower income voluntarily provided may be included if the servicer 
decides the income can be relied upon to continue. 

The directive permits servicers to substitute their “business judgment” in 
determining the forms of verification necessary to convert a trial 

modification to permanent status. 

Source: SIGTARP analysis of Treasury program guidelines. 


All five of the servicers interviewed in connection with this audit have identified problems of 
one sort or another that they have experienced due to repeated changes in program guidelines. 
One servicer in particular noted that it changed from offering only fully documented trial 
modifications to verbal modifications after Treasury threatened to make examples of servicers 
with low trial modification numbers. Servicers have reported, among other things, that: 

• repeated changes to program guidelines have made it difficult for servicers’ operators to 
keep up with program rules; 

• verbal modifications have allowed borrowers to obtain trial modifications due to 
misrepresentations, and identifying borrowers who have misrepresented their eligibility is 
difficult and resource intensive; and 

• borrowers might be gaming the system by withholding required documents, (and thereby 
avoiding to have to make payments until the end of the trial period and still avoid 
foreclosure), and that some borrowers might be withholding documents to avoid 
disclosing misrepresentations on their original loan applications. 


Other servicers have noted issues relating to Treasury’s drive in July 2009 to increase the rate of trial 
modifications. One servicer found the meeting on July 28, 2009, as not helpful and just a forum for Treasury to 
tout publicly its goal of 500,000 modifications. Another complained that several servicers were made examples of 
for the sake of providing a certain public perspective about Treasury’s oversight of the program. 
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On balance, although Treasury’s attempt to increase HAMP participation in July was certainly a 
laudable goal, Treasury’s decision to permit trial modifications without documentation appears 
to have been made in error, and the diversion of resources it has created appears to have slowed 
the conversions to permanent modifications. Apparently recognizing this error Treasury has 
changed the rule requiring full documentation in advance of trial modifications initiated after 
April 15, 2010. 


Repeated Changes and Clarifications in Net Present Value Models 

Repeated changes in the net present value test methodology have also caused confusion and 
delay in implementing HAMP. As described above, after determining that a loan meets basic 
eligibility requirements, a servicer will undertake a net present value test to determine whether it 
is economically advantageous to the investor for the loan to be modified rather than allowing the 
loan to continue to foreclosure. Several loan characteristics are input to Treasury’s net present 
value model, with a resulting positive or negative numeric value. These inputs include but are 
not limited to the location of the home, value of mortgage, homeowner’s credit score, front-end 
debt-to-income ratio, and delinquency status. The HAMP program provides a net present value 
model on the www.hmpadmin.com portal that is available for servicers to use to evaluate loans 
for modification. According to Treasury, the portal net present value model is automatically 
updated to reflect data and program changes and requires no servicer support. 

Since HAMP’s initial roll-out. Treasury has issued changes or clarified model policies for the net 
present value methodology several times. Indeed, since the model parameters were first released 
on March 4, 2009, Treasury has issued changes or clarifications to the model nine times: April 
6, 2009; June 11, 2009; July 9, 2009; July 31, 2009; August 7, 2009; September 11, 2009; 
November 3, 2009; November 10, 2009; and January 28, 2010. Thus far, according-to Treasury, 
there have been three different formal versions of the model. Appendix C contains a chart 
describing these changes and clarifications in the net present value methodology. 

All five of the servicers interviewed in connection with this audit identified significant issues 
with the net present value modeling and in particular with the multiple changes over time in the 
model, Issues identified included: problems in accessing the model at all, particularly early in 
the process; problems in getting documentation concerning the model; errors in the model; 
insufficient time to incorporate changes into the model for servicers not using Treasury’s online 
version of the model; a lack of guidance and confusion with respect to retroactive application of 
changes to the model; and inconsistencies between the model code and the written guidance. 

One seivicer opined that the problems and changes to the net present value test effectively 
doubled the effort needed to administer the test. Another stated that Treasury’s failure to provide 
guidance on net present value issues resulted in delays in initiating trial modifications and 
negative public scrutiny due to such delays. 


In commenting on a draft of this report, Fannie Mae stated there have been four model versions. 

Large servicers — those with a book exceeding S40 billion — may customize the base model to use modeled 
default rates that reflect their own portfolio experience. 
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Guidance on Other HAMP Implementation Issues 

All five HAMP servicers visited by SIGTARP during this audit mentioned that they did not have 
clear guidance from Treasury on identifying and determining eligibility for borrowers at 
imminent risk of defaulting on their privately-owned mortgages. Treasury’s frequently asked 
questions regarding HAMP, published on its administrative Web site for servicers (updated on 
January 8, 2010) stated that “no additional guidance is being provided at this time with respect to 
determining whether a non-GSE [or privately-owned] loan is in imminent default under HAMP.” 
Treasury has advised servicers that they may, but are not required to use GSE guidance^* on 
borrowers at risk of imminent default on their privately-owned mortgages for HAMP. However, 
without consistent and clear standards, it is possible that servicers will apply inconsistent criteria 
for modifying mortgages of borrowers at imminent risk of default on privately-owned mortgages 
or may even exclude borrowers who would otherwise qualify if the guidance were available. 

Indeed, it has been widely reported that servicers have told borrowers that they must be 
delinquent to be eligible for HAMP, which is simply untrue, the whole concept of imminent 
default presumes that the borrower is cuirent on his payments. Similarly, only two of the five 
servicers visited by SIGTARP reported that they had integrated Hope for Homeowners as an 
option for borrowers.^’’ HAMP requires servicers to consider borrowers for the Hope for 
Homeowners refinance program as they offer modification solutions to borrowers. One of the 
servicers stated that Treasury promised additional details on how to integrate Hope for 
Homeowners but the information was still forthcoming. Without providing guidance on how to 
integrate Hope for Homeowners, borrowers may encounter inconsistent experiences based on 
their servicer and, in some cases, may not be offered a program that would assist them. 


Servicer Capacity and Training Issues 

Traditionally, the primary role of a servicer is to collect monthly mortgage payments and to 
foreclose on properties when such payments are missed. In HAMP, in addition to collecting 
monthly mortgage payments, servicers now must train personnel to follow the program 
guidelines in determining a bon'ower’s eligibility, execute the program’s modification waterfall, 
run the latest version of the net present value model, and verify income. Indeed, the servicers 
reported rapid increases in their staffing levels. These new personnel also needed training to 
implement HAMP, which likely increased the lead time to offer HAMP modifications. As an 
example, one servicer had not completed foimal training as of our September 2009 visit, with the 


On January 26, 2010, Freddie Mac issued updated guidance for servicers with respect to the income 
documentation and verification requirements for borrowers with Freddie Mac mortgages who must be evaluated 
for imminent default. Fannie Mae instructed its servicers on February 1, 2010, to use Freddie Mac’s toot to 
identify imminent default borrowers with Fannie Mae mortgages. Imminent default borrowers will now be 
screened by the GSEs when they are current or less than 60 days delinquent to align with privately-owned 
mortgages under Treasury's HAMP guidelines. 

The Economic and Housing Recovery Act of 2008 authorized HUD to implement the Hope for Homeowners 
Program, which gives banks and homeowners the option to ward off foreclosure by refinancing their at risk 
mortgages into 30-or 40-year fixed mortgages. The program was announced October 1 , 2008, and ends 
September 30, 201 1. 
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servicer indicating staff was not scheduled to attend training until the month following our visit. 
It is important for personnel to have the proper training to reinforce consistency in the execution 
of those modifications. Despite the importance to the program’s success, all five servicers 
interviewed by SIGTARP in connection with the audit reported that they had received no formal 
guidance from Treasury on how to train their personnel to handle HAMP modification requests. 

Beyond difficulties in properly training personnel, handling the ever changing documentation 
requirements also challenged servicers’ capacity to handle borrower inquiries and applications. 
One servicer reported that HAMP’s quick roll-out forced it to rely on a vendor to coordinate the 
tracking of borrower documentation upon receipt. Officials said the handling between vendor 
employees and servicer employees had caused inconsistencies in storage procedures, resulting in 
the loss of borrower documentation, a problem that has been widely reported. Another servicer 
called capacity to process modifications a “key constraint.” 


Issues Relating to HAMP Marketing Efforts 

To date, Treasury has used three primary methods to market HAMP to the public: an 
informational Web site, community outreach events, and a telephone hotline. 

• According to Treasury, its largest outreach effort is the Making Home Affordable Web 
site, www.makinghomeaffordable.uov . Launched in March 2009, the Web site provides 
a centralized online resource for borrowers to learn about HAMP. The site includes, 
among other things, a tool for borrowers to help them determine whether or not they are 
eligible for HAMP, a loan look-up feature, which helps borrowers determine whether or 
not their loans are owned by GSEs, and a listing of the documentation needed to apply 
for a modification. Treasury also recently added video guides and other tools to assist in 
converting more trial modifications to permanent status. 

• Treasury participates in community outreach events, with events taking place thus far in 
23 U.S. cities hit hardest by foreclosures. The events provide for face-to-face interaction 
among borrowers, servicers and housing counselors, 

• Treasury, through the help of Fannie Mae, provides a telephone resource, the 
Homeowner’s HOPE Hotline. Fannie Mae officials approached the non-profit 
Homcownership Preservation Foundation to operate a 24 hours-a-day, seven days-a-week 
MHA informational hotline, available in English, Spanish, and other languages upon 
request. The Homcownership Preservation Foundation assumed this role for the 
Homeowner’s HOPE Hotline in May 2009 and, as of the end of February, has recorded 
more than 800,000 calls, for which 95 percent related to HAMP. 

As program administrator, Fannie Mae has provided an outreach toolkit with sample marketing 
materials on a Web site available to participating servicers (those which have signed a Servicer 
Participation Agreement). Treasury officials pointed to the toolkit as HAMP marketing 
guidelines and said they also provided the materials to members of Congress for provision to 
their constituents. 
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Notwithstanding these efforts, each of the five servicers we visited indicated more guidance was 
needed to develop HAMP marketing materials to better inform the public about HAMP. There 
was lack of a consistent message that resulted in confusion among some borrowers. Based on 
the servicer interviews, interviews of Treasury and GSE officials, and a review of program 
materials, SIGTARP has identified several limitations in the HAMP marketing and outreach 
efforts thus far. 

• Performance metrics are limited. Although Treasury does count the use of the 
marketing efforts it does make — by tracking hits to its website, how many people come 
to its outreach events, and how many calls to its hotline — Treasury thus far has not tried 
to comprehensively gauge whether HAMP information is reaching its target audience 
(homeowners in trouble) effectively. As a result, it is impossible to gauge the effects of 
these efforts because Treasury has not developed a comprehensive way, through focus 
groups or more wide-ranging surveys beyond its outreach events, for example, to 
measure whether its efforts have been successful. 

• Treasury’s efforts to use mass media advertising have been delayed and will not 
begin until at least April 2010. It has taken Treasury more than a year to develop its 
own public service announcements^’ for television, the medium with arguably the best 
chance of reaching the broadest audience. After a series of delays, the first such 
broadcast media spots are not scheduled to occur until at least April, a year after 
modifications could begin. Putting aside whether there are homeowners who could have 
been helped had knowledge of HAMP been broader, the lack of basic understanding 
about the program has sown confusion. For example, one servicer reported that its 
operators repeatedly had to deal with the fact that many bortowers believed that the 
program was available to everyone. If Treasury were to launch its own public service 
announcement, it would also provide a broad opportunity to educate the public about 
foreclosure rescue scams. SIGTARP recognizes that Treasury’s Web site and borrower 
outreach events present warning information regarding this type of fraud. However, 
SIGTARP alone has opened more than two dozen investigations into this type of 
fraudulent behavior, and television public service announcements could better educate 
the public of the dangers of these frauds, 

• Treasury is not providing oversight of servicers’ marketing and outreach efforts. 

Treasury does not collect any information regarding servicers’ marketing efforts. It also 
cannot ensure the integrity of information disseminated to the public about HAMP, as 
officials do not conduct oversight of HAMP marketing materials and say they have no 
plans to do so in the future. An official at Treasury’s Homeownership Preservation 
Office told us the office is not monitoring the marketing or methods servicers use to 
solicit borrowers and inform them about HAMP. Moreover, the official told us Treasury 
does not intend to monitor HAMP materials disseminated by servicers in the future, 
including content on servicers’ Web sites. According to Treasury’s Homeownership 
Preservation Office, it does not view marketing inconsistency or content variation as a 


■' t reasury stated it incorporated references to the Homeowners’ HOPE Hotline and the MHA website into an 
existing NeighborWorks America video, which was distributed in December by the Ad Council. 
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problem that warrants oversight efforts. But, as of November 4, 2009, less than half of 
the participating servicers’ Web sites contained information specific to HAMP,"* only a 
little more than one third of the servicers’ websites provided a link to the Making Home 
Affordable Web site, and only 15 provided borrowers warning information about 
foreclosure rescue scams. 


■* At the time of our analysis on November 4, 2009, 71 servicers had signed HAMP servicer participation 
agreements. 
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Conclusions and Recommendations 


Any examination of whether a government program is being implemented successfully must 
have in mind, at least as an initial frame of reference, what the stated purpose of the program was 
and whether the agency’s goals for the program are being met. Unfortunately, in the case of 
HAMP, even this starting point is less than straightforward. 

When HAMP was launched in the first few months of 2009, Treasury justified the program by 
stating that the program would “help up to 3 to 4 million at-risk homeowners avoid foreclosure,” 
and that it would do so “by reducing monthly payments to sustainable levels.” Notwithstanding 
this laudable aspiration that the program would actually help 3 to 4 million homeowners avoid 
foreclosure. Treasury has stated that the 3 to 4 million homeowner goal is not tied to how many 
homeowners actually receive sustainable relief and avoid foreclosure, but rather that 3 to 4 
million homeowners will receive offers for a trial modification. Treasury’s focus on how many 
offers are given out for trial modifications — without setting goals for how many of those offers 
result in trial modifications or how many of the resulting trial modifications become permanent 
and thus actually attain the aspiration of helping homeowners avoid foreclosure and stay in their 
homes for a meaningful period of time — raises issues for how the program was Justified and 
how Treasury is now measuring its progress. 

First, defining success by how many offers are given can reasonably be perceived as essentially 
meaningless. As an extreme example. Treasury could reach, even exceed, its goal with only 
assisting few homeowners: if offers were given to four million at-risk homeowners, but only a 
very few accept that offer — because the homeowner is hopelessly underwater, because even the 
reduced payments are unaffordable, because the homeowner does not understand the terms well 
enough to take action, or for any other reason — few would be helped and the program would be 
an abject failure, despite meeting Treasuiy’s stated goal. To be meaningful. Treasury’s goal for 
HAMP must relate to how many people are helped to avoid foreclosure; because offers standing 
alone do not actually assist homeowners, it is simply not a useful measure. 

Second, even if Treasuiy’s goal were construed to measure how many trial modifications were 
started, that measure too would not be terribly illuminating. Experience thus far has shown that a 
substantial number of homeowners entering trial modifications never convert to permanent 
modifications, and a Treasury official infonned SIGTARP that it is expected that only 50 percent 
to 66 percent of the estimated three million trial modifications will convert to permanent status. 
Although borrowers in trial modifications delay foreclosure and enjoy lowered monthly 
payments during the several months of the trial period, those benefits go away (and the 
difference between the original payment amount and the reduced trial payment amount is still 
owed) if the borrower fails to progress to a peimancnt modification. Indeed, there is an 
argument to be made that borrowers who enter trial modifications who do not get permanent 
modifications are actually harmed by the program because they end up making several additional 
mortgage payments (money that they could use to secure alternative, more affordable housing) 
and face foreclosure anyway. 
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Plainly, the goal that should be developed and tracked is how many permanent modifications 
HAMP generates that help homeowners avoid foreclosure and stay in their homes. On that front, 
a year into the program, although more than a million trial modifications have been initiated, the 
number of conversions to active permanent modifications thus far, 168,708, has been, even 
according to Treasury, “disappointing.” Indeed, a Treasury official’s estimate for how many 
permanent modifications will result from HAMP — 1 .5 to 2 million over the course of the four- 
year program — is a small fraction of how many foreclosures are expected to occur during that 
period. Approximately 2.8 million homeowners received foreclosure filings just in 2009, and 
millions more are expected in 2010, with some estimates predicting that the number will eclipse 
the already staggering 2009 number. It is the current estimated number of permanent 
modifications, which would average between 500,000 and 667,000 permanent modifications in 
the remaining three years of the program, and not Treasury’s still repeated 3 to 4 million figure, 
that should inform the debate on whether HAMP is worth the considerable time and resources 
that are being expended or whether the program needs to be revamped to actually help more at- 
risk borrowers. Transparency and accountability demand that Treasury establishes goals that are 
meaningful, and that it report its progress in meeting such meaningful goals on a monthly basis. 
Continuing to frame HAMP’s success around the number of “offers” extended is simply not 
sufficient. 

Turning from goals to implementation, there are several reasons for the disappointing results thus 
far, and the participants in the program have pointed fingers at one another: Treasury has 
blamed the mortgage servicers for not doing enough to move borrowers into permanent 
modifications; the servicers have blamed Treasury for a lack of guidance and ever-changing 
program rules; and both Treasury and the servicers have blamed borrowers for failing to submit 
required documentation in a timely manner. This audit, which focuses only on Treasury's 
performance, has identified several issues with Treasury’s implementation of HAMP that have 
negatively affected HAMP’s success thus far: 

Repeated changes to program guidelines caused confusion and delay . Treasury attempted to 
rollout HAMP as fast as possible and made substantial progress in meeting its servicer 
participation goals in a short period of time: the program was announced in Febiuary 2009; the 
initial program guidelines were released in March 2009; and the first servicers signed agreements 
in April 2009. Program rules had not been fully developed, however, by the time the program 
began, and Treasury has had to revise guidelines repeatedly, often causing confusion and delay. 
The mles relating to what documents arc required to be submitted by borrowers, for example, 
have been changed and/or clarified multiple times since the initial tules were released in March 
2009, and the net present value test model and related guidance has been changed or clarified 
nine times, prompting one servicer to estimate that the model changes doubled the amount of 
time that it took to administer the test. Although Treasury’s desire to launch the program as soon 
as possible was laudable, and some changes to a program as complex as HAMP are inevitable, 
taking more time at the outset to adequately plan and test HAMP procedures, in the long run, 
may have resulted in more permanent modifications faster, and with fewer complications, than 
what has occurred. 
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Permittinjj unverified verbal modifications was counterproductive . In July 2009, the 
Administration set a target of reaching 500,000 trial modifications by November 2009, and 
Treasury undertook several steps to speed up the pace of trial modifications to meet that target, 
including expanding outreach efforts and pressuring servicers by publicly reporting results on a 
servicer-by-servicer basis. 

Although the trial modification target was reached as a result, it is now clear that permitting trial 
modifications without document verification was a mistake that, among other things, has 
contributed to the slow pace of converting trial modifications into permanent modifications since 
then, and may have arguably caused actual harm to homeowners placed into trial modifications 
that had no chance of becoming permanent. The resulting increase in trial modifications has 
created a large backlog of trial modifications that includes many borrowers who may never 
provide the required documentation. Servicers have reported that weeding out ineligible 
borrowers amongst those who entered the program through verbal information is very resource 
intensive, monopolizing scarce resources that could have been used to process the completed 
written applications of eligible borrowers. Treasury has recognized this error and has changed 
the rule for all trial modifications initiated after April 15, 2010. 

Marketing efforts concerning HAMP have been limited . To date. Treasury has used three 
primary methods to market HAMP to the public; an informational Web site, community 
outreach events, and a telephone hotline. As program administrator, Fannie Mae also provides 
an outreach toolkit with sample marketing materials on a Web site available to participating 
servicers. Several limitations in the marketing efforts thus far have been identified: 

• Servicers have indicated that more guidance was needed to develop HAMP marketing 
materials to better inform the public about the program, resulting thus far in a lack of a 
consistent message and confusion among some borrowers. 

• Although Treasury does count the use of its marketing efforts — by tracking hits to its 
Web site, how many people come to its outreach events, and how many call its hotline — 
Treasury thus far has not tried to comprehensively gauge whether HAMP information is 
reaching its target audience (homeowners in trouble) effectively. 

• Treasury does not collect any information regarding servicers’ marketing efforts and thus 
does not know whether the servicers are attempting to provide infoimation to the 
borrowers they service and cannot ensure the integrity of infonnation disseminated to the 
public about HAMP. 

• It has taken Treasury more than a year to develop HAMP-specific unique public service 
announcements for television, the medium with arguably the best chance of reaching the 
broadest audience. Putting aside whether there are homeowners w'ho could have been 
helped had knowledge of HAMP been broader, the lack of basic understanding about the 
program has sown confusion. If Treasury were to launch its own public service 
announcements, it would also provide another opportunity to educate the public about 
foreclosure rescue scams. In the context of a media world in which non-profit groups are 
able to get television advertisements on the air within days of a natural disaster, it is 
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simply inexplicable that, when facing a tsunami-sized foreclosure crisis. Treasury has 
taken more than a year in a four-year program to simply develop — let alone broadcast 
— its own HAMP-specific television message to reach borrowers. 

Re-defaults threaten the long-term success of the program . Even if HAMP results in the 
estimated 1 .5 to 2 million permanent modifications, the program will not be a long-term success 
if large amounts of borrowers simply re-default and end up facing foreclosure anyway. Treasury 
estimates that 40 percent of the mortgages that enter into HAMP modifications (trial and 
permanent) will re-default during the program. Although, in the final analysis, it is up to the 
policy makers in the Administration and Congress to determine whether it is worth spending tens 
of billions of dollars of taxpayer funds on a program that is assumed at its outset to fail 
ultimately for 40 percent of the participants, several aspects of HAMP’s design make it 
particularly vulnerable to re-defaults: 

• Debt-to-income ratios: HAMP reduces mortgage payments to what is deemed to be an 
affordable level, 3 1 percent of a borrower’s gross monthly income. In doing this 
calculation, however, the only debt HAMP servicers consider is mortgage debt — the 
borrower’s other debts (e.g., car payments, student loans, credit card obligations, and 
second liens on the home) are not factored into the calculation — and high total debt 
ratios will not exclude borrowers from participating in HAMP. Spending taxpayer 
resources to modify the mortgage payment of a borrower is of questionable value if the 
borrower will be unable to meet the mortgage payment anyway because of the burden of 
seivicing other debts. Indeed, in certain circumstances such a borrower may be better off 
conserving funds by finding housing at a cost less than even the modified mortgage 
payment, 

• Interest rate increases after modification period: Unlike a traditional fixed-rate mortgage, 
if the interest rate on a HAMP modification is adjusted to below prevailing market rates, 
after the five-year period of the program the rate can incrementally increase by up to one 
percent per year, capped at the 30-year conforming fixed rate on the day the modification 
agreement is drafted. Borrowers, however, may be unable to meet the increasing 
monthly payments once the interest rate begins to increase to current market rates if their 
income has not increased commensurate with the interest rate adjustments. Increasing 
interest rates, of course, were one of the early drivers of the current foreclosure crisis, 
particularly as interest rates on sub-prime adjustable rate mortgages reset requiring 
payments beyond what many borrowers could afford. 

• Second liens: Treasury has estimated that up to 50 percent of mortgages at risk of 
delinquency and foreclosure are backed by second liens. Although borrowers may 
receive a HAMP permanent modification on their first lien, the total monthly mortgage 
payments might still be unaffordable if the second lien is not also modified or 
extinguished. Treasury has instituted a second lien program in which participating 
servicers must offer either to modify the borrower’s second lien according to a defined 
protocol or to accept a lump sum payment from Treasury in exchange for full 
extinguishment of the second lien. Participation to date has been extremely limited, but 
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with the recent signing of Bank of America, Wells Fargo, and JPMorgan Chase, it is 
improving. 

• Negative equity and strategic defaults: HAMP does not require servicers to address 
negative equity (i.e., when the borrower owes more than the house is worth), which has 
been called by an industry expert the “most important predictor of default.” It is 
estimated that homeowners who have negative equity (currently constituting about 25 
percent of all borrowers nationwide) represent almost half of all foreclosures. In light of 
the amount of negative equity in the mortgages under trial modifications, resulting re- 
defaults, including strategic defaults, may be a factor as borrowers decide that it makes 
more economic sense for them to walk away from their mortgages, and rent at a lower 
cost, rather than continue to make payments that may never result in them obtaining 
equity in their home. 


Recommendations 

To improve the administration of HAMP, SIGTARP recommends that the Secretary of the 
Treasury implement the following measures: 

• Treasury needs to rectify the confusion that its own statements have caused with respect 
to its goals and expectations for HAMP. To permit informed debate on the program’s 
value and effectiveness thus far. Treasury must unambiguously and prominently disclose 
its goals and estimates (updated over time, as necessary) of how many homeowners will 
actually be helped through permanent modifications, and report monthly on its progress 
to meeting that goal. 

• Beyond just measuring modifications. Treasury should develop other performance 
metrics to measure over time the implementation and success of HAMP. For example. 
Treasury could set goals and publicly report against those goals for servicer processing 
times, modifications as a proportion of a servicer’s loans in default, modifications as a 
proportion of foreclosures generally, rates of how many borrowers fall out of the program 
prior to permanent modification, and re-default rates. Having specific goals and metrics, 
and comparing performance against those goals, will be essential in further refining the 
program and measuring its success. 

• Treasury should undertake a sustained public service campaign as soon as possible both 
to reach additional borrowers that could potentially be helped by the program and to arm 
the public with complete, accurate infonnation about the program to avoid confusion and 
delay, and to prevent fraud and abuse. 

• Treasury should reconsider its position that allows servicers to substitute alternative 
forms of income verification based on the subjective determination by the servicer, such 
as whether such documents are “appropriate” or relying on the seivicer’s “good business 
judgment consistent with the judgment employed when modifying mortgage loans held 
under their own portfolio.” Although we certainly understand Treasury’s desire to speed 
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up conversions from trial modifications into permanent modifications, this provision is 
problematic. It will be very difficult to determine from a compliance and oversight 
perspective whether the rule is followed: to determine whether a borrower was admitted 
into a permanent modification appropriately under this provision, a compliance or 
oversight body will need to figure out what documents a particular servicer’s own 
proprietary modification system would require under the circumstances and then, given 
that system, whether acceptance of the alternative documents constitutes good business 
judgment under that system. Furthermore, because servicers have both an economic and 
reputational incentive to convert as many trial modifications to permanent modifications 
as possible, this provision seriously risks being the exception that devours the rule, with 
servicers applying loose underwriting standards to generate higher conversion rates, 
which could result in waste from taxpayer-funded modifications that will eventually re- 
default. If Treasury believes that it is appropriate to expand the forms of income 
verification that it will deem acceptable, it should do so in an open and transparent 
manner rather than simply deferring to the servicers. 

• Treasury should re-examine the program’s strueture to ensure that the program is 
adequately minimizing the risk of re-default. If HAMP ends up being a foreclosure 
mitigation program that merely delays foreclosures rather than preventing them, the 
program will be of questionable value, particularly in light of the huge investment of 
taxpayer funds. A program that helps borrowers permanently avoid foreclosure is 
preferable (and far less wasteful of tax dollars) to one that merely kicks the proverbial 
foreclosure can down the road. The program as currently constituted may not adequately 
address the risk of re-defaults stemming from non-mortgage debt, from second liens on 
the property, from the partial interest rate resets after the five-year modifications end, and 
from the fact that many of the borrowers are hopelessly underwater with little hope of 
ever building equity in the home. 

In sum, one year into HAMP, although Treasury has done a considerable amount of work and 
made progress in establishing the administrative framework of the program, Treasury must 
promptly address the issues raised in this report; failure to do so could result in a lost opportunity 
to make sure that the TARP program that was specifically intended to benefit Main Street, as 
well as Wall Street, succeeds. Absent a thorough review of HAMP and its goals, the program 
risks helping few, and for the rest, merely spreading out the foreclosure crisis over the course of 
several years, at significant taxpayer expense and even at the expense of those borrowers who 
continued to struggle to make modified, but still unaffordable, mortgage payments for months 
more before succumbing to foreclosure anyway. While such spreading out of the pain may in 
some circumstances benefit the lender/investors (who may not have to immediately recognize 
losses that could accompany additional immediate foreclosures), it will have done little to 
accomplish EESA’s explicit purpose to “help families keep their homes.” 
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Management Comments and Audit Response 


In its management response, which is reproduced in full in Appendix F, Treasury generally 
concurs with and indicates that it is working towards implementing SIGTARP’s 
recommendations concerning the need for Treasury to (a) disclose its goals and estimates for 
how many homeowners will be helped through permanent modifications, (b) develop goals for 
other performance metrics to measure HAMP implementation and success, and (c) undertake a 
sustained public service campaign. 

Treasury disagrees with SIGTARP’s two other recommendations. First, with respect to 
SIGTARP’s recommendation that Treasury reconsider its decision to allow servicers to 
substitute alternative forms of income verification, for the reasons stated in the report, SIGTARP 
continues to submit that verification of a requirement as central to HAMP as a borrower’s 
income should be explicit and uniform. Accordingly, SIGTARP stands by this recommendation. 

Treasury also disagrees with SIGTARP’s recommendation that it should re-examine the 
program’s structure to ensure that the program is adequately minimizing the risk of re-default. 
Although Treasury acknowledges that “there are alternative structures that could lower re-default 
rates,” it asserts that the recommendation fails to acknowledge that these alternatives might limit 
the total number of participants in the program or could result in increasing program costs. 
Ultimately, if the program is plagued by high re-default rates, it will have done little to achieve 
the goal of assisting homeowners who would still find themselves losing their homes after an 
unsuccessful short-term modification. In light of the significant costs of re-default — both in 
terms of devoting taxpayer funds merely to delay foreclosure and in terms of potential harm to 
homeowners — in the final analysis, SIGTARP continues to believe that only through 
maximizing the number of sustainable permanent modifications can Treasury meet its originally 
stated intention to enable “homeowners to modify the terms of their mortgage to avoid 
foreclosure” and therefore “reduc[e] monthly payments to sustainable levels.” In other words, a 
modification program that begins with a smaller gross number of total modifications but that 
results in lasting relief for a vast majority of those homeowners would be preferable to a program 
that starts with a higher total number of modifications upfront, but through re-defaults, ends up 
with fewer people being helped over the long term. As to cost, although SIGTARP does not take 
any position with respect to Treasury's policy determination to allocate $50 billion of taxpayer 
funds for HAMP, it is worth noting that a recent Congressional Budget Office report estimated 
that no more than $20 billion of these funds will be spent on HAMP payments. Treasury thus 
may well have the resources to change the program in a manner that will result in more 
sustainable modifications and still be below its planned allocation. 

SIGTARP continues to recommend that Treasury should re-examine the program’s structure to 
assure that it adequately minimizes the risk of re-default. 
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Appendix A — Scope and Methodology 


We performed the audit under authority of Public Law 1 10-343, as amended, which also 
incorporates the duties and responsibilities of inspectors general under the Inspector General Act 
of 1978, as amended. The audit reports on the status of HAMP and specifically addresses the 
following objectives: 

• What is the status of HAMP, and has the program met its goals for participation thus far? 

• What challenges have confronted and continue to confront Treasury in implementing the 
program? 

Our audit was completed during July 2009 to March 2010. The scope covered HAMP activities 
implemented between March 2009 and February 2010 with particular focus on the first-lien 
program. 

We conducted our work at the Treasuiy Offices of Financial Stability and Domestic Finance in 
Washington D.C.; Fannie Mae’s Washington, D.C. headquarters; Freddie Mac’s McLean, 
Virginia headquarters; and five mortgage servicers. The sample of five servicers was 
judgmentally selected based on HAMP participation status for privately-owned mortgages, 
volume of SIGTARP Hotline complaints, HAMP cap allocation amount, and geographic 
location. Four of the servicers had signed a HAMP seiwicer participation agreement and one 
servicer had not. The unpaid principal balance of participating servicers’ servicing portfolio was 
not available during our audit planning, and was therefore not included as a sampling criterion. 
Site visits to the servicers occurred from September 2009 through October 2009. We also 
conducted work at the Homeowner’s HOPE hotline in Lock Haven, Pennsylvania, and attended 
borrower outreach events in Chicago, Illinois, and Woodbridge, Virginia, which were sponsored 
by Treasury, Fannie Mae, or Hope Now. 

To assess the status and challenges confronting HAMP as well as Treasury’s plans to address 
exi-sting challenges, we interviewed Treasury officials from the Offices of Financial Stability and 
Domestic Finance and GSE officials who were involved in the policy decision-making process, 
including interim and permanent Chief Homeownership Preservation Officers and Fannie Mae’s 
and Freddie Mac’s Chief Executive Officers. We also discussed the status and challenges 
confronting HAMP with Federal Housing Finance Agency officials, as well as mortgage 
servicing industry experts. We interviewed scivicer officials and obseived the loss mitigation, 
collections, and HAMP operations departments at the five servicers we visited. We reviewed 
modification policies and procedures developed by Treasury, GSEs, and servicers, as well as 
reports and testimonies by Government Accountability Office, the Congressional Oversight 
Panel, the Office of the Comptroller for the Currency, the Office of Thrift Supeiwision, and 
industry groups. We reviewed mortgage modification complaints received through the 
SIGTARP Hotline. We also evaluated Treasury’s weekly and monthly HAMP status reports and 
other HAMP data reports produced by Fannie Mae. To determine the extent that trial 
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modifications resulted in changes to interest rates, amortization terms, and mortgage payments, 
we reviewed all active trial modifications in the HAMP system of record as of November 5, 
2009, for the four servicers we visited which were modifying privately-owned mortgages for 
HAMP at that time. 

To assess the methods Treasury used to market HAMP, we analyzed and assessed the Office of 
Financial Stability’s (“OFS”) HAMP marketing and outreach strategy against the nine key 
practices for developing a consumer education campaign compiled by GAO}’' We spoke with 
officials within the marketing teams at OFS and Fannie Mae to learn their roles and 
responsibilities, and we examined HAMP marketing policies, procedures, and budgets. In 
addition, we reviewed Fannie Mae’s financial agency agreement to identify any specific 
marketing responsibilities the GSE was assigned as part of its role as HAMP program 
administrator. During visits with five servicers, we interviewed officials to determine the extent 
to which Treasury issued policies, procedures, and other guidance to assist them in developing 
their HAMP marketing materials. We also reviewed samples of the servicers’ marketing 
materials, such as letters and pamphlets, and asked officials about the extent to which Treasury 
or Fannie Mae had reviewed such materials to determine the level of governance associated with 
ensuring the accuracy of information disseminated to the public. We reviewed Treasury’s 
HAMP website I www.makinghomeaffordable.gov I and 71 participating servicers’ Web sites to 
assess the amount of information provided to borrowers about HAMP as well as to identify best 
practices or inconsistencies among the information provided. In addition, we interviewed 
Homeowner’s HOPE hotline officials, listened to hotline recorded calls, and obtained those 
officials’ reviews of the operators’ handling of the calls. At the bonower outreach events in 
Illinois and Virginia, we observed the proceedings and the processing of individual borrowers 
and evaluated the material presented to borrowers by the sponsors, servicers, and non-profit 
counselors. We also attended a Treasury-sponsored event that educated and addressed concerns 
of housing counselors and community officials about HAMP. 

This performance audit was performed in accordance with generally accepted government 
auditing standards. Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis 
for our findings and conclusions based on our audit objectives. 

Use of Computer-Processed Data 

To perfonn this audit, we used unaudited data provided by Treasury to report on the status of trial 
and official modifications. Trcasuiy produces this information based upon data servicers report 
to the Investor Reporting 2 database — a transaction mortgage servicing system — which is 
maintained by Fannie Mae. The extent to which we captured the full universe of HAMP 
modifications, whether in trial period or official status, is subject to the completeness and 
accuracy of Investor Reporting 2. 


’’ GAO-08-43, “Digital Television Tran.sition; Increased Federal Planning and Risk Management Could Further 
Facilitate the DTV Transition," 11/2007, p, 26-26, 40 - 43 . 
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Internal Controls 

SIGTARP will release a mutually exclusive audit report addressing the adequacy of HAMP 
internal controls later this year. Our report will address several internal control objectives, 
including the state of the HAMP control environment and the extent to which conflicts of interest 
may exist across responsible program parties. In addition, the report will examine the reliability 
of program data, as we previously stated its completeness and accuracy require further review. 

Prior Coverage 

Congressional Oversight Panel, "Foreclosure Crisis: Working Toward a Solution, " March 6, 
2009 

Congressional Oversight Panel, "An Assessment of Foreclosure Mitigation Efforts after Six 
Months, ” October 9, 2009 

Congressional Oversight Panel, "Taking Stock: What has the Troubled Asset Relief Program 
Achieved?, " December 9, 2009 

Government Accountability Office, Report No. 09-837, "Treasury Actions Needed to Make the 
Home Affordable Modification Program More Transparent and Accountable, " July 23, 2009 

Government Accountability Office, Report No. 10-16, "One Year Later, Actions are needed to 
Address Remaining Transparency and Accountability Challenges, " October 8, 2009 

Government Accountability Office, Report No. 1 0-301 , "Office of Financial Stability (Troubled 
Asset Relief Program) Fiscal Year 2009 Financial Statements, ” December 9, 2009 
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Appendix B — HAMP Stakeholders 


Several entities work with Treasury to implement HAMP. Treasury has engaged the GSEs and 
Bank of New York Mellon as financial agents to carry out specific program tasks. Servicers 
execute the modifications. Other government housing authorities and the Homeowner 
Preservation Foundation also have a role in HAMP, See the following descriptions of key 
HAMP stakeholders’ roles and responsibilities. 

Treasury 

Treasury’s Domestic Finance and the OFS are the primary Treasury offices that developed 
Making Home Affordable, OFS created the Homeownership Preservation Office in November 
2008, and this office serves as the Making Home Affordable Program office. The 
Homeownership Preservation Office is responsible solely, or in conjunction with other OFS 
offices, for the following program functions; 

• Audit oversight 

• Congressional and regulatory liaison 

• Data analysis 

• Establishing policies in conjunction with other Treasury departments and the GSEs 

• Communicating and marketing the program (performed in conjunction with Fannie Mac), 
including maintaining the www.makinghomeaffordable.gov website 

• Oversight of program compliance and fraud prevention (performed in conjunction with 
Freddie Mac) 

Fannie Mae 

Fannie Mae was selected to be the Program Administrator for all programs under the 
Homeownership Preservation Office and signed a Financial Agency Agreement with Treasury 
on February 18, 2009. This agreement details Fannie Mae’s roles, responsibilities, and basis for 
compensation. As the program administrator, Fannie Mae has been tasked with assisting with 
creating program policies, developing a marketing plan, developing the net present value model 
under Treasury direction, maintaining the program system of record, preparing and producing 
program management reports, developing a servicer integration team to provide on-going 
assistance to all servicers, and integrating servicers that are new HAMP participants. 
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Freddie Mac 

Freddie Mac was selected as the HAMP compliance agent to ensure servicers are following 
program guidelines, and a Freddie Mac official signed a Financial Agency Agreement with 
Treasury on February 18, 2009. This agreement details Freddie Mac’s roles, responsibilities, and 
basis for compensation. Freddie Mac established a separate group of employees, named the 
Making Home Affordable compliance team, that are firewalled^® from the rest of Freddie Mac’s 
organization. The compliance team assesses all institutions that signed a HAMP servicer 
participation agreement on a quarterly basis, and new data is monitored on a monthly basis. 

Making Home Affordable compliance has plans to conduct announced and unannounced site 
visits to the servicers. Making Home Affordable compliance employs loan file and management 
control reviews, as well as on-site and off-site procedures to review servicers’ compliance. 

When new servicers sign a participation agreement, Freddie Mac attempts to visit them for a 
“readiness” review. Freddie Mac has reviewed 1 1 servicers as of January 2010, which represents 
16 different servicing platforms.^' Freddie Mac also publishes additional HAMP guidance to 
servicers for the Freddie Mac portion of GSE loans that are modified. 

Bank of New York Mellon 

Treasury selected Bank of New York Mellon in October 2008 to serve as its primary agent for 
custodial, accounting and auction management for TARP. With respect to HAMP, it is 
responsible for processing and distributing the program’s incentive payments to the participating 
servicers. 

Mortgage Servicers 

All servicers of GSE loans are required to evaluate those mortgages under HAMP. In order to 
modify privately-owned mortgages and receive incentive payments, a servicer must sign a 
Servicer Participation Agreement. Servicers contact borrowers who may be eligible for HAMP, 
and borrowers may also contact their servicer if they meet general eligibility requirements. 
Servicers report HAMP modifications in the program’s system of record. Investor Reporting 2 
database, created by Fannie Mae. 

Federal Housing Finance Agency 

The Federal Housing Finance Agency serves as the regulator and conservator of the GSEs and 
has oversight of GSE loans that are eligible for HAMP. The Federal Housing Finance Agency 
provides feedback for policy changes to Fannie Mae and Freddie Mac in their parallel 
modification programs. 


Firewalls, in this context, are organizational controls intended to minimize conflicts of interest for employees with 
certain .sensitive program knowledge. 

Servicing platforms means each servicing entity's book of business, including legacy servicing portfolios of 
acquired companies (e.g., Wells Fargo would count as multiple platforms due to the inclusion of Wachovia and 
other acquired entities). 
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U.S. Department of Housing and Urban Development 

The U.S. Department of Housing and Urban Development has formed a partnership with HAMP, 
providing free housing counselors across the United States that can assist borrowers in avoiding 
foreclosures. Federal Housing Authority is an agency that exists as part of the Department. 
Federal Housing Authority has helped keep families in their home through loss mitigation 
practices such as deed-in-lieu, loan modifications, pre-foreclosure sales, and forbearance, among 
other practices throughout the United States. 

Homeownership Preservation Foundation 

The Homeownership Preservation Foundation’s mission is to develop innovative solutions for 
preserving and expanding homeownership through consumer education and counseling 
programs. The Foundation created the Homeowner’s HOPE Hotline in 2004, and Fannie Mae, 
on behalf of Treasury, contracted with the Foundation for the Homeowner’s HOPE Hotline to 
become HAMP’s central telephone tool. The Making Home Affordable call center launched on 
June 22, 2009, and intends to increase foreclosure prevention awareness, educate homeowners 
about their options and guide them to an optimal solution, and drive homeowners to obtain either 
refinance, obtain a modification, or seek financial counseling. 
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Appendix C — Net Present Value Test Guidance 


Changes and Clarifications in Treasury’s Guidance on Its Net Present Value 
Model Parameters and Reporting 


Date 

Change Description 

March 4, 2009 

T reasury issues guidelines that introduce its net present value model and explain how the 
model should be used to evaluate borrowers requesting a HAMP modification. This net present 
value test is supposed to compare tiie net present vaiue of cash flows expected from a 
modification to the net present value of cash flow® expected in the absence of a modification. If 
the net present value of the modification scenario is greater than the net present value of no 
modification, the net present value result is deemed positive. If the net present value test 
generates a positive result, the servicer is required to offer a mortgage modification to the 
borrower. If the test generates a negative result, modification is optional. 

The following model parameters were introduced: 

• The program allows the servicer to choose the discount rate — the rate that determines the 
value of future payments compared to payments received today — to use in the net 
present value model, subject to a program-determined ceiling that will be sensitive to the 
market-determined cost of funds. 

• The cure rates — to cure a mortgage in default is to pay all the back payments, interest, 
and legal fees — and re-default rates are to be obtained from a default equation with 
parameters based on Fannie Mae and Freddie Mac analytics and program portfolio data, 
except where servicers use custom parameters, 

• Property value is to be determined in accordance with the guidelines, 

• The remaining parameters — home price forecast, valuation of the house price 
depreciation reserve, foreclosure timelines, foreclosure costs, and real-estate owned 
stigma — ■ is to come from data sets held or produced by the Federal Housing Finance 
Agency. 

• Servicers having at least a $40 billion servicing book have an option to substitute a set of 
cure rates and re-default rates estimated based on the experience of their own aggregate 
portfolios. 

Additional parameters and further details of the model components for the net present value 
test beyond those discussed above were published separately. 

April 6, 2009 

The Supplemental Directive clarifies the options for borrowers with negative net present value 
model results and standards for retaining model documentation, it also states that Fannie Mae 
has developed a software application for servicers to submit loan files to the net present value 
calculator. Also, servicers having at least a $40 billion servicing book — dollar value of 
mortgages the servicer is managing — have the option to create a version of the net present 
value model that uses a set of cure rates and re-default rates estimated based on the 
experience of their own portfolios and that guidance on required inputs for custom net present 
value calculations will be forthcoming. 

Treasury requires servicers to maintain detailed documentation of the net present value model, 
all net present vaiue inputs and assumptions, and the net present vaiue results each time they 
run the test, regardless of whether the mortgage is modified. 

June 11, 2009 

Treasury issues updated guidelines that further explain the following key net present value 
model parameters presented previously in the March 4**' guidelines. 
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• Discount rate - All servicens are oermitted limited discretion to adiust the discount rate bv 
up to 250 basis points. The discount rate may be as low as Freddie Mac's Primary 

Mortgage Market Survey we^ly rate for 30-year fixed rate conforming loans. In no case 
may a servicer use a higher discount rate for loans in its own portfolio than the rate used 
for loans it services for other investors. With respect to loans owned or guaranteed by 

Fannie Mae or Freddie Mac, the servicer is to apply the rate specified in Fannie Mae and 
Freddie Mac guidance. 

• Default rate - The model nmiects the nrobabilitv of default if the ban is not modified and 
the probability of default if the loan is modified. As HAMP performance data becomes 
available, the mode! is to be updated to reflect actual program experience. Large servicers 
— those with a book exceeding $40 billion — may customize the base model to use 
modeled default rates that reflect their own portfolio experience. 

• Home orices - A servicer must use the base model's home orice nroiectinn. made 
available by the Federal Housing Finance Agency exclusively for this program and is 
based on data from a broad cross-section of mortgage transactions that is to be updated 
quarterly. 

• Foreclosed or real-estate owned discount - The real-estate owned discount recoanizes the 
deterioration in perceived value that buyers often place on a home that has been 
foreclosed. 

July 9, 2009^ 

Fannie Mae outlines the following enhancements under development based on servicer 

feedback on version 1 of the net present value model. 

• Metrooolitan statistical area level home orice oroiection - Fannie Mae simolifies the AR2 
model developed for the Treasury to use in version 2 of the net present value model and 
allows flexibility for other servicers to use other indices (e.g., Moody's. Case Shiiler. etc,). 

• More Granular real-estate owned discount - Fannie Mae clarifies the real-estate owned 
discount by using the current discount for automated valuation model values — a 75 
percent discount for external broker price opinions/appraisals and a 25 percent discount for 
internal broker price opinions/appraisals. 

• Preoavment model - Fannie Mae oroooses a oreoavment model that considers variables 
such as the change in modification rate versus the market rate, mark-to-market loan-to- 
value, and loan status. Fannie Mae further notes that relevant modification data to 
calibrate the prepayment model are yet not available. 

• Home orice decline orotection oavment - Fannie Mae orovides final rules about home 
price decline protection payment for version 2 of the net present value model. 

July 31, 2009 

Treasury issues Supplemental Directive 09-04, which introduces the home price decline 
protection program, an initiative designed to encourage modification of loans in markets 
hardest hit by falling home prices. The Supplement Directive adds the home price decline 
protection incentive payment as an input to the net present value model and informed the 
servicers that the details are to be made available In early August 2009. Servicers that 
integrated the base net present value model into their systems or customize the model in 
accordance with program requirements are responsible for ensuring that they incorporate the 
required home price decline protection determination functionality into their version of the net 
present value model. 

Also, the Supplemental Directive informs the servicers that specific details regarding the use of 
the home price decline protection incentive payment in the net present value model is to be 
provided in the documentation for version 3 of the model. 

August 7, 2009 

Treasury issues guidance that makes significant changes from version 2 to version 3 of the net 
present value model; 

• Home price decline orotection incentive - The home orice decline orotectinn incentive is to 
be effective beginning September 1, 2009. (Supplemental Directive 09*04 contains the 
detailed policy guidelines for the Home Price Decline Protection Program.) 
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• Prenavment model - Hie Guidance adjusts coefficients for the nreoavment model and the 
refinance incentive value bounds. 

• Mode! versionina reauirements -Servncers are reauired to use the same maior model 
version, related supplement data, and the Freddie Mac Primary Mortgage Market Survey 
weekly rate for the initial mod^ run in subsequent model results. 

• Test consistencv reauirements -Servicers are reauired to use borrower and loan 
information that was initially reported correctly to determine subsequent model results, 

• Term extension - Loans with current remainino terms areater than 480 months should skin 
the term extension step. Amortization term after modification should equal the remaining 
term. Re-amortize and extend the loan to a maximum 40-year term in monthly increments 
to reach as close to the target 31 percent debt-to-income without going under. 

• De-seasonalized home orice index - Beoinnina the third ouarter of 2009. the home nrice 
index is to be adjusted to remove the seasonal affects of home prices and reduce the 
index’s impact on the home price decline protection payment. 

Also. Treasury’s guidance clarifies the docum^tation required from version 2 to version 3 of 

the net present value model. For example 

• Escrow shortaoft - Servicers are to include anv future mnnthlv e.scmw shnrtane navments 
to the “Association Dues/Fees Before Modification" field. 

• Adiustable-rate mortaaae/inlerest-onlv reset or recast - For adiustabie-rate 
mortgage/interest-only recast that is to happen within the next four months, front-end debt- 
to-income is to be calculated using principal, interest, taxes, insurance, homeowners’ 
association, and/or condominium fees based on the greater of the “Principal and Interest 
Payment before Modification” input field and the fully amortizing payment. 

• Timina of the investor incentive and oovernment subsidv incentive in the ecuations for the 
modification cure and default cash flows - The investor incentive navment for the trial 
period is to be made in period 3. and the three government subsidy payments for the trial 
period are to remain in period 4. 

September 11, 2009 

Treasury issues Supplemental Directive 09-06, \Mtich outlines data collection and reporting 
requirements for the net present value model. The Supplement Directive requires servicers to 
report loan-level data starting in October 2009 to Fannie Mae for mortgages evaluated for 

HAMP, including the net present value model type code and 43 other model inputs. 

November 3, 2009 

Treasury issues Supplemental Directive 09-08, which requires services who receive a borrower 
request within 30 calendar days from the date of notifying the borrower their loan has a 
negative net present value model result to provide the borrower with the date of the net present 
value calculation and with select input values. If, within 30 calendar days of receiving this 
information the borrower provides the servicer with evidence that any of these input values are 
inaccurate and those inaccuracies are material, the servicer is to conduct a new net present 
value evaluation. 

November 30, 

2009 

Treasury issues Supplemental Directive 09-09, which provides guidance to servicers for the 
adoption and implementation of the Home Affordable Foreclosure Alternatives Program, The 
Home Affordable Foreclosure Alternatives Program — a part of HAMP — provides financial 
incentives to servicers and borrowers who utilize a short sale or a deed-in-iieu to avoid a 
foreclosure on an eligible mortgage. The Supplemental Directive states that the HAMP net 
present value model should not be used to project investor cash flows from either a short sale 
or deed-in-!ieu and should be used only to determine borrower eligibility for a HAMP mortgage 
modification. 

January 28, 2010 

Treasury issued Supplemental Directive 10-01, which makes the following changes to the net 
present value model and the use of the model results: 

• A borrower who has been evaluated for HAMP but does not meet the minimum eligibility 
criteria described in Supplemental Directive 09-01 or who meets the minimum eligibility 
criteria but is not qualified for HAMP by virtue of a negative net present value result. 
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excessive forbearance or o\h& finandal reason, may request reconsideration for HAMP at 
a future time if they ejqjerience a change in circumstance. 

• In the event a servicer elects to fort^ar principal in an amount resulting in a modified 
interest-bearing balance that would create a current mark-to-market loan-to-value ratio less 
than 100 percent in negative net pr^ent value situations, the servicer is to ignore the error 
code and the flag for excessive forijearance that is returned by the net present value 
model. Updates are to be made to the model in the future to eliminate this error code. 

• Servicers are to re-evaluate a loan using the net present value model if the borrower's 
documented income differs from the stated income used in the borrower's initial qualifying 
net present value test. With respect to trial modifications after April 15. 2010, servicers 
may elect to offer the borrower a permanent modification without performing an additional 
net present value evaluation based on the borrower's verified income documentation, if 
the servicer elects not to perform an additional net present value evaluation in this 
situation, the servicer is to enter the trial period date and values for the model results when 

Note a; Because official guidance for these changes is not posted to Uie HAMP servicer website, this information on the net present 
value model is based on a July 9, 2009, Fannie Mae presentation. 

Source: SIGTARP analysis of Treasury’s and Fannie Mae’s data. 
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Appendix D — ^Acronyms 


Acronym Definition 


EESA 

GSE 

Fannie Mae 

Freddie Mac 

HAMP 

HUD 

MHA 

OFS 

SIGTARP 

TARP 

Treasury 


Emergency Economic Stabilization Act of 2008 
Government-sponsored enterprise 
Federal National Mortgage Association 
Federal Home Loan Mortgage Corporation 
Home Affordable Modification Program 
Department of Housing and Urban Development 
Making Home Affordable 
Office of Financial Stability 

Special Inspector General for the Troubled Asset Relief Program 
Troubled Asset Relief Program 
Department of the Treasury 
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Appendix E — Audit Team Members 


This report was prepared and the review was conducted under the direction of Kurt Hyde, 

Deputy Special Inspector General, Office of the Special Inspector General for the Troubled Asset 
Relief Program. 

The staff members who conducted the audit and contributed to the report include: 

Shawn Cornell 
Alisa Davis 
Mark Little 
Andrew Lopresti 
Philip Mastandrea 
Amanda Seese 
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Appendix F — Treasury’s Comments 


DEPARTMENT OF THE TREASURY 

WASHINGTON. O.C. 20220 


ASSISTANT ^rrRtr.ARY 


March 22 , 2010 


Neil M. Barofsky 
Special Ins^wctor General 

of the Special Insp^dor General for Ote Troubled Asset Relief Pro^m (SIGTARP) 

1 500 Pennsylvania Ave., NW, Suke 1 064 
Washington, D.C. 20220 

RE: SIGTARP Draft Audit Report 
Dear Mr. Barofsky: 

Utank you for die opportunity to review the draft audit report titled ^Factors Affecting Impiementadon of 
the Home Affordable Modification Program (HAMP)^, to be released on an embargoed basis on or al>out 
March 23, 20 1 0. The Department of the T reasuiy (Treasury) is woricing to continuously sfrengtihen 
foreclosure miti^tion efforts through HAMP. As explain^ below in the summary responses for e»:h 
recommendation in the report, in general, we concur with the concerns expressed in the recommendatlcms 
(a), (b) and (c), towards which Treasury has already taken and is taking significant steps, but do not 
concm' with recommendations (d) and (e). In addition, we have commented on the characterization of the 
net present vaitie (NPV) model contained in the audit report. A detailed description of the actions that 
Treasjiy has already taken or plans to take with reganl to the concerns expressed tn the recommendations 
will be provided to SIGTARP within 30 days of the issuance of the audit report. 

Before we address our summary responses to the recommendations, we should note that Treasury 
appreciates the acknowledgement in the report that SIGTARP ‘"accepts Treasury’s assertkm that Its goal 
has always been offers and not permanent modifications.” We also agree with SlGTARP's statement tfa^ 
"To be meaningful. Treasury’s goal for HAMP must relate to how many people are helped to avoid 
foreclosure.” But we respectfully do not concur with the conclusion that that helping homeowners 
actually avoid foreclosure “can only occur with permanent modifications.” Our goal is to avoid 
preventable foreclosures among homeowners eligtble for HAMP through modifications as well as 
ahematives to foreclosure such as short-sales and deed-in lieu, and other modification pro^ams offered 
by servicers. 

Thrcmgh HAMP, every homeowner who is digible for a permanent modification, who submits all 
required documentation and remains current during the trial period wil I get a permanent modification 
offa'. Homeowners who participate in HAMP and then are denied a permanent modification becau^ 
lhe>' did not meet the criteria may have alternatives c^er than foreclosure. The success of HAMP diouid 
be measured by how many eligible homeowners are able to avoid the pain and stigma of foreclosure by 
reducing their mortgage payments to afforddile leveb while either remaining in their homes or 
transitioning with dignity to more suitable housing. The number of permanent modifications is one 
element, but not the only clement of gauging the success of HAMP proems over time. 

Additionally, the apfnoximalely 1 70,000 permanent modifications reported in the MHA Mmthiy R^ct 
and identified in the audit report does not account for the approved final modifications that are awaitmg 
acceptance by the borrower. Gfthe LI miliitm borrowers that have started a HAMP modification, 
170,000 borrowers have enfered permanent modificati<ms, and an additkmal 91,000 borrows have 
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received final approval from the servicers, which fqxesenis 32% of borrowers in trial periods for bnger 
than dtree months and therefore eligible for a decision on a final modification. 

Summon' resimmes to SIGTARP recnmmendaiiom 

gecmmHilalieH (a): Tremury should unambiguously and pmmimittly disclose Us goals and 
estimules (updoled over lime, as necessmy) for how many homeowners will acluuUy be hetfed through 
permanem mod^cadons, and report monthly on its progress to meeiiiig those goals, 

Treaaiiy acknowledges that there has been confitsion about what the tefwences to “helping up to 3-4 
million homeowners” meat* and that Treasui 3 '’s own statements have not always been precise. Treasury 
notes that the Govetnment Accountability Office (GAO) Report in July 2009 described the goal for 
HAMP id the way that Treasury intended - up to 34 million trial modification offers • but many people 
have assumed this number represented a goal of permanent modifications. Treasuiy will dy in the future 
to be more precise. 

HAMP is the largest, most complex mortgage modification program of its kind, bringing together 
borrowers, servicers, lenders and investors. There was little historical precedent on how to design the 
program, in addilion to limited data on which to base estimates of potential peifomiancc. HAMP is 
highly transparent with regard to program performance. We publish monthly datt reports on program 
perfonnance - with additional data added to the report on a regular basis. Treasuiy's first monthly 
Servicer Performance Report was released in July 2009 and contained data on program performance 
beginning in May 2009. 

The monthly reports unambiguously and prominently state the number of permanem modifications 
achieved each month since November 2009. The monthly reports also report servicer-specific progress in 
completing permanent modifications - providing tlie percentage of each servicer's pool of dell^uem 
loans that have completed a permanent modification. The report also provides information by servicer on 
the percent of trial modifications converted to permanent modifications. These comparative performance 
metrics on completion of permanent modifications by servicer provide a good measurement of progress 
on meeting permanent modification goals. 

Recommendation (b); Treasuiy should set goals far other performance metrics la measure over time 
the implementation and success of HAMP, and report performance agtanst those goals. 

Treasuiy agrees that performance goals and metrics are critical to the effective administration of any 
program. At launch there were a number of unknowns regarding implementation of the program that 
made it difficult to set appropriate targets. These included the number of servicers that would participate; 
the rate at which they could build capacity to impicmem the program; and the acceptance of overall 
program design. In addition, during the first year of operation, targets and goals were focused on short- 
term impleraentaliot! deliverables and milestones for the program to become fully operational against the 
goaf of up to 34 million trial modification offers. 

Since the inception of the program, indicators of perfonnance have been monitored closely, andTreasiay 
has provided extensive information about performance. To ensure accountability, Treasiny's website, 
wwwTmajieiilSiabjlity .goy. provides transparency for a wide range of programs, including HAMP, with 
all of the monthly Servicer Performance Reports and program fact sheets. We have also established two 
additional websites to provide information about HAMP specifically - www.linipadmin.gov and 
www .MakiiiBHonie .<MTordaMe.g ov. These wellsites include comprehensive docimientation and 
infomiation about HAMP including, for example, complete lists of ail servicers (articipaling in the 
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program, copies of all contracts signed by services, Ike Supplemental Directives (SDs) that establish 
additional requirements for HAMP, hundreds rf frequently asked questions, a whitt paper describing the 
Net Present Value (NPV) lest methodology and all of the borrower application documents. 

In July 2009, just three months after the first servicers signed agreements to particiiate in HAMP. 
Treasuiy began publishing the monthly Servicer Perfoimance Reports. The first monthly report included 
one page of information reflecting the limits data available and reliable at that time, including trial 
modifications started and trial modifications affered. Each month we have significamly exianded die 
amount of dam included in the monthly report, to majumize airvicer accountability and program 
transparency. The latest report includes a copious amount of data through February 2010, for example; 
data on trial and permanent modifications by servicer, a fel of participating servicers, trial and permanent 
modificaions at the stale and key metropolitan levels, a chart of the estimated population of borrowers 
eligible for HAMP, an overview of administration housing initiatives, characteristics of permanent 
modifications, average payment reduction, data on modifications by investor ^pe, permanent 
modificaions by waterfall steps, and predominant hardship reasons for permanent modifications. 

In September 2009, we began to include modification performance by servicer in the monthly Servicer 
Performance Report to increase the accountability of servicers participating in the pro^am. This 
included adding a “trial modification tracker'’ which tracks each servicer's population of delinquent loans 
as well as what percentage of that pool has been ofieted a trial modification, started a trial modification 
and started a permanent modification. This servicer performance metric compares the relative success of 
each servicer in reaching its eligible pool of borrowers, and provides a clear metric of what percentage of 
eligible bortoweis overall are being reached through HAMP. As of 201 0, the reports include servicer-by- 
servicer comparisons of both trial modifications and peimanent modifications as a percent of the 
servicer’s pool of loans that are sixty or more days past due. 

With the lessons learned from the past several months of full capacity operations, Treasury will set 
specific targets for key program objectives soon and for which we will provide a further description in the 
detailed response letter. For example, Treasuiy has developed a survey of operational metrics and is 
collecting data from servicers on an enhanced number of performance measures. Including lime to answer 
incoming borrower calls, and time to process HAMP applications from homeowners, 

KecmHmeHdatloH (c)i Treasury should uadtnake a sussaintd public service campalga us soon as 
possible both to reuch uMUional borttmers Ihut could potealialty be helped by the program and to arm 
the public with complete, accurtae iaformation about the program to amid coufusian and delay, and to 
prevent fraud and ^itse. 

Treasury will consider the audit report’s suggestion dial we “comprehensively gauge whether HAMP 
infwmalion is reaching its torget audience (homeowneis in trouble) effectively," for the implementation 
of the public setv ice campaign described below. We believe the fact that more than 1 .3 million 
homeowners have received offers for trial modifications, representing an estimated 60%of the total 
population of homeowners currently eligible to participate in HAMP, is a testament to the outreach efforts 
by Treasuiy and the servicCTS, 

Treasury has taken and continues to take significant actions to supplement the efforts of servicers in terras 
of program outreach. Fundamentally, it is the contractual responsibility of servicers participating in 
HAMP to reach out to honowers and convey information about the program to the homeowners whose 
loans they service. 
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Treasuiy is working with ihe Ad Council on a tw&fBrt [artilic service annoimceineitt (PSA) cain|Bigii 
that has been underway since Deccinber 200?. For the first part of this campaign. Treasury is (sitnering 
with the U.S. DqMttmeni of Housing and Urban Development (HUD) and NeighborWorks America® on 
a refreshed foreclosure prevention campaign. The refreshed emnpaign includes a new call-ttwctiois for 
Struggling homeowners by directing them to flie Homeowner’s HOPE Hotline and 
MtM1gH01mAffoni3Me.gov so that they may receive free assistance with the Making Home Affordable 
Program from a HUD-approved housing couiEelor. The campaigit ittcludes both television and radio 
advertising tot have been sent to 1 2,000 stations across the country, as well as web banners and outdoor 
advertising. The Ad Council will share regular updates aheut the success of ihe campaign with Treasury. 
Preliminaiy reports from January (the first full mondi of advertising) demonstrate that the advertisements 
have alrea% run about 1 ,000, including at stations in some of Ihe hardest-hit aieas of the country, such a.s 
Detroit, Michigan; Jacksonville, Florida; and San Luis Obispo, Califoinia. 

For the second phase of the campaign. Treasury and HUD are working with the Ad Council on a new 
multi-media campaign set to launch in late spring 2010. The new campaign will feature English and 
Spanish television, radio, outdoor and web advertiseraenls, as well as fliers and <»her print materials. The 
Ad Council recently held one-on-one intervfews with homeowners in Miami, Florida and Chicago, 
(llinois to test the various campaip approaches for effectiveness. As with the “refresh” camiraign 
cuirently underway, the key message of this campaign will be that free help is available from the federal 
government if homeowners reach out for help. 

Treasury believes that engaging in the two-part roll-out will continue to raise awareness of the program 
among eligible homeowners. By working with the Ad Council on these campaigns, we are able to 
leverage its extensive relationships to secure donated space, keeping campaip costs down but media 
impressions high. 

RecammndtttioK (d); Treasury should reconsider Us iMtlsion to allow servicers la subslilule 
allemalive forms of Income verification based on Hie sabjeclive delerminoHan by the servicer, sack as 
whether sack documents are “appropriate'’ or relying on Ihe servicer’s “goad business judgment 
censislent with Ihe judgment employed when modl/ying mortgage loans held under their own 
portfolio.’' 

The Supplemental Directives published by Treasury, specifically SD 09-01 and SD 10-01, clearly state 
the requirements for documentation of borrower income for HAMP modifications. However, these 
sidelines were never intended to be, and should not be, a comprehensive underwriting guide applicable 
to every unique borrower circumstance or to replace servicer judgment in making credit decisions firr its 
poidblio. Although standards are important in the underwriting process, Ihe application of good business 
judgment is also critical, and helps to ensure appropriate outcomes for all potentially eligible borrowers. 
Good business judgment is applied to include to non-traditional borrower (e.g,, a recently reemployed 
person vrith an offer letter and only one associated pay stub). The updates to HAMP undeiwriting 
requirements described in to SO 09-07 and SD IdOl reinforced the most important fraud protection 
measures - a nequiremem that servicers obtain lax retums/transcripts and a ci^it report for 1 00% of 
borrowers. Treasury is working with Fannie Mae to implement fraud detection procedures as 
contemplated in SD 09-07, targeting owner-occupancy and identity . 

With rcgatd to oversight and compliance, auditors are accustomed to evaluating organizations' 
appliatioB of business judgment In addition, auditors apply their own good business judgment in 
assessing to nature and impact of identified exceptions. SD 1 0-01 ^eciflcally requires the servicers to 
appropriately dtsumen! ‘7he decision-making process when applying good business judgment , . . and, 
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where a^ilicable, reference the servicer’s associated policies and procedures". Therefore, Treasury, 
through (he compliance agent, will be able to evaluate and conclude on the applicability of the servicer’s 
use of judgment. The compliance agent’s suite of compliance activities (specifically, on-site fieldwork 
and loan file reviews) is constructed to assess the adequacy of the servicer's documentation, the 
appropriateness of the servicer’s business judgment, and the consistency with which that judgment is 
applied. 

gecommentaiM (e); Tmsaty shauU re-examine the program 's slraclme to ensure rta the program 
is aikquately mlnimiting the risk of re-default. 

Treasury continues to e.xamine program parametere to improve operational efficiency and effectiveness, 
SD 10-01 is an example of this rc-examination as it takes a major step forward in minimizing re-default 
risk by mandating the move to MIy verified trial period plans. Beginning with trial plans offered after 
April 15, 2010 (June ! Trial Plan effective date), bontiwers must be fully verified and determined to be 
eligible for a permanent modification, subject only to timely receipt of trial period payments. This will 
limit Ae fall-out from trial to permanent to only those borrowers who fail to make trial payments. 

Payment affordability under HAMP is achicred primarily through interest rate reduction, term extensions 
and principal forbearance. All loans permanently modified inefude an interest rate reduction (and the 
median decrease is four percenlage points), 40% of modifications include term extensions and 28% have 
principal forbearance. HAMP supports long teim sustainability by fixing the initial interest rale for five 
years and making term extension and principal forbearance permanent. This gives the borrower the 
ability to recover from the hardship that caused the initial delinquency. 

After five years Ae interest rate is gradually increased but will never exceed an interest rate cap based on 
fte Freddie Mac survey rate on the dale of the modification. That mte is currently near historic lows. The 
median rate cap of permanent HAMP modifications is five percent for Ae life of Ac loan. This rate is an 
affordable rate over the life of loan, and represents a significant reduction from Ac loan’s original inlenst 
rate for many borrowets, particularly Aose who had subprime, high rtae loans. 

The program design for HAMP puiposely focused on achieving affordability of the first mortgage 
payment in an effort to preserve homeowtietship. It also mcludes a second lien modification program A 
provide a comprehensive affordability solAion for borrowers. Failure to pay back-end or consumer loan 
debts will not result in the borrower losing Ae home. A permanent HAMP modification reinstates 
the delinquent first mortgage and reduces mortgage debt by a median of J500 per monA giving borrowets 
greater ability to control oAer credit obligations without fear of bsing their homes to foreclosure. 

We agree that there are alternative modification stnictures that could lower re-default rates, but Ae audit 
report’s recommendation and discussion fail A acknowledge that Aese alternatives, taken alone, would 
likely result m fewer modifications and therefore fewer modifications completed and/or would 
significantly increase program cost. 

Treasuiy has also continuously examined issues Aat can undermine program effectiveness, such as 
affordability challenges presented by second liens, unemployment and negative equity. Treasuiy has 
already announced and begun implemenUtion of the Second Lien Modification Program (2MP), 

Including Aree servicers - Bank of America, Wells Fargo and fPMorgan - that together account for more 
than $400 biliion of second lien loans. We e.xpcct other large servicers to join soon. While Ae focus of 
the program remains affordability . Treasury continties A study ideas Aat will enhance, albeit modestly, 
program outcomes for unemployed and underwater borrowers. 
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Addilional comment on Ik Net PresenI Ka/up miklel 

In addition to the simimaij' responses above, Treastiiy has the foltowiiig observations regarding the 
characterization that “repeated changes in net present value tnethodologji have caused confusion and 
delaj in implementing HAMP": 

• All servicers have had access to the fully operational portal NPV mode! throughout the program. 

• The major changes to the NPV model have reflected improvements in that model and prc^ram 
adjustments in HAMP that scivkers supported. We have not introduced a material clange since 
version 3.0 in August, 2009. 

• On selected servicer concerns with “doubling the time’’; as noted above, a fully operational 
version of the NPV has been available through the portal at all times. A servicer having difficulty 
recoding the model into Its sy stem could and should use the portal. 


Treasury shares your commitment to effective foreclosure mitigation and dedication to protecting 
taxpayer imerests. We appreciate SIOTARP's acknowledgment in the audit report that “Treasury has 
made progress in developing the administrative backbone of the program and in getting the program 
started rapidly”, and 'Treasury has made substantial progress during lire year since the announcement of 
HAMP in attaining servicer participation.” 

We look forward to working with you and the SIGTARP team. 


Sincerely, 


Herbert M. Allison, Jr. j/ 
Assistant Secretary for Financial Sability 
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Draft Report 
For Official Use Only 

SIGTARP HotKne 

If you are aware of fraud, waste, abuse, misnianagement, or misrepresentations associated with the 
l ioubled .Asset Relief Program, please contact the SKPi'ARP I Iodine. 

By Oil /ini' }‘nrm : www-SICI 1 . \RIbgov By Phone: Call toll free: (877) S1 Cj-20U9 

By fv/.v: {2t)2) 622-4559 


By Ma//: Hotline: Office of the Special Inspector General 

for the Troubled Asset Relief Program 

1801 I, Street., KW, 4'" Floor 
Washington, D.C 20220 


Press Inquiries 

If you ha^ e auy inquiries, please coniact our Press Office: 

Kristine Belislc 

Director of Communications 

K ris . Bel isl e@.do . t rea s .i>ov 

202-927-8940 


Legislative Affairs 


For Congressional inquiries, please coniact our I.egislatire Affairs Office: 

Lori Ilavman 


Legislative Affairs 

] .ori.l layman@c.lo.treas.irov 

202-927-8941 


Obtaining Copies of Testimony and Reports 

To obtain copies of rcslimonv and reports, please log on to our website at www.sigtarp.gov . 
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Chairman TOWNS. Thank you very much, Mr. Barofsky. 
Mr. Dodaro. 


STATEMENT OF GENE DODARO 

Mr. Dodaro. Good morning, Mr. Chairman, Ranking Member 
Issa, members of the committee. I am very pleased to be here today 
to discuss GAO’s work regarding the Home Affordable Modification 
Program. 

As has been pointed out this morning, we issued a report last 
July looking at the program. Right now, there is been a lot more 
trial modifications put in place than permanent modifications, as 
has been pointed out, so far. The 1.1 million trial modifications 
were put in place. Of those, 800,000 are still active and less than 
200,000 have achieved permanent modification. 

But it is also important to look at the trends. If I might direct 
your attention to our chart over here, the top line is the trial modi- 
fications that have been started. As you can see, they peaked 
around last September or October timeframe and since Thanks- 
giving have been declining. The line, the dotted line at the bottom, 
are the beginnings of the permanent modifications that were start- 
ed and then converted into the 170,000 that were in place at the 
end of February. 

Now, the challenge going forward is to take the pipeline of the 
trial modifications and have decisions made on them, whether they 
are to be converted to permanent modifications or not, but also im- 
portantly the pipeline for trial modifications has to be replenished 
for these first lienholder mortgages in order to make sure that the 
goals of the program ultimately are achieved. 

In addition to the first lien program. Treasury needs to establish 
and move forward on the second lienholder program. There is a 
foreclosure alternative program that is waiting in the wings to be 
started, as well, and there is the hardest hit housing fund, which 
is directed in five States in particular. So you have other programs 
that have not yet been implemented that are necessary to be able 
to do this, as well as dealing with this first lienholder modification 
program. 

Now, like a lot of other aspects of the troubled asset relief pro- 
gram, the GAO, along with the IG from SIGTARP, have been mak- 
ing a number of recommendations to increase the transparency and 
accountability of the program. Treasury has taken some steps to 
address our recommendations last July, but has yet to fully imple- 
ment many of them. 

First, we had recommended that they establish performance 
metrics and benchmarks, which would include the numbers tar- 
geted for permanent modifications, as well. 

They also had not yet resolved compliance issues associated with 
remedial actions or penalties for servicers that were not complying 
with the program. 

We also suggested they regularly update the number of people 
who could be helped through this program because of evolving eco- 
nomic and other circumstances. 

We have continued our work, and we have noted preliminarily 
some indications of inconsistencies about how these borrowers are 
being treated, when borrowers are communicated with, how early 
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in the process of the lateness on their payment. Some are being 
contacted after 30 days being delinquent; others not until 60 days, 
so there is inconsistencies in terms of the criteria that are put 
forth. 

There is also problems with how complaints are being dealt with. 
There is no set process for that yet in place. 

Also, we had recommended that Treasury followup to determine 
whether or not the counseling requirements that were required for 
certain borrowers were complied with, and they have not yet done 
that. I think we are missing a huge opportunity here for more con- 
sumer education and financial literacy and consumer protections, 
but we won’t know whether that is complied with or not going for- 
ward unless Treasury implements our recommendation. 

We are also looking at what kind of appeal process would make 
sense for this program to provide due process protections for bor- 
rowers. 

I just want to assure this committee that we take this issue very 
seriously. The TARP program has helped a number of institutions 
and needs to have similar help offered to households to afford them 
the protections going forward. 

We will continue our work looking at whether or not this pro- 
gram is achieving its objectives, whether or not it is being managed 
effectively and carried out properly and prudently in the best inter- 
est of the American citizens. 

I thank you for your time this morning. I would be happy to an- 
swer questions at the appropriate time. 

[The prepared statement of Mr. Dodaro follows:] 
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TROUBLED ASSET RELIEF PROGRAM 

Home Affordable Modification Program Continues to 
Face Implementation Challenges 


What GAO Found 

When Treasuiy announced the program in March 2009, it estimated that 
HAMP could help 3 to 4 million borrowers. Through February 2010, including 
both the portion funded by TARP and the portion funded by Fannie Mae and 
Freddie Mac: 

• about 1.1 million borrowers had begun trial modifications; of which 

• about 800,000 were in active trial modifications, and 

• fewer than 200,000 permanent modifications had been made. 

As of early March 2010, the TARP-funded portion of the program had 113 
participating servicers, and about $36.9 billion of the $50 billion in TARP 
funds for HAMP had been allocated to these servicers. A typical TARP-ftiiided 
modification could result in a monthly mortgage payment reduction of about 
$520. 

Treasury has taken some steps, but has not fiilly addressed concerns that 
GAO raised in its July 2009 report on HAMP’s transparency and 
accountability. For example, Treasury has yet to finalize some key 
components of its internal controls over the first-Uen program, including 
estabUshir^ metrics and benchmarks for servicers’ performance. In addition, 
Treasury has not finalized remedial actions, or penEdties, for servicers not in 
compliance wid\ HAMP guidelines. According to Treasury, these remedies 
will be completed in April 2010. Lastly, GAO reported that Treasury’s 
projection that 3 to 4 million borrowers could be helped by HAMP was based 
on several uncertain assumptions and might be overly optimistic, and GAO 
recommended that Treasury update this estimate, but die Department has not 
yet done so. 

Preliminary results of GAO’s ongoing work show inconsistencies in some 
aspects of program implementation. Although one of HAMP’s goals was to 
ensure that mortg^e modifications were standardized, ’Treasury has not 
issued specific guidelines for all program areas, allowing inconsistencies in 
how servicers treat borrowers. For example, the 10 servicers GAO contacted 
had 7 different sets of criteria for determining whether borrowers who were 
not yet 60 days delinquent qualified for HAMP. Also, some servicers were not 
systematically tracking all HAMP complaints and, in some cases, tracked only 
resolutions to certain types of complaints, such as written complainte 
addressed to the company president. GAO also found that servicers faced 
challenges implementing HAMP because of the number of ch^es to the 
progr^, some of which have required servicers to reai^ust their business 
practices, update their systems, and retrain staff. 

HAMP is likely to face additional challenges going forward, including 
successfully converting trial modifications, addressing the needs of borrowers 
who have substantial negative equity, limiting redefaults for those who receive 
modifiCcriions, and achieving program stability. While GAO’s study is not yet 
completed, GAO shared preliminary findings with Treasury to allow it to 
address these issues in a timely manner. 
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Mr. Chairman and Membere of the Committee: 

I am pleased to be here today to discuss our work on the Home Affordable 
Modification Program (HAMP), which the Department of the Treasmy has 
implemented under the Troubled Asset Relief Program (TARP). Dramatic 
increases in home mortgage defaults and foreclosures have been at the 
root of the cuirent economic crisis. In response to the turmoil in the 
financial markets, the Emergency Economic Stabilization Act of 2008 (the 
act) authorized Treasury to establish TARP and to purchase and insure up 
to $700 billion in troubled assets from financial institutions through 
TARP.^ Treasury’s initial focus in implementing TARP was to stabilize the 
financial markets and increase lending to businesses and consumers, but 
the authorities granted to Treasury under the act were also to be used to 
preserve homeownership, protect home values, and maximize assistmice 
for homeowners with respect to foreclosure mitigation efforts. On 
February 18, 2009, Treasury announced the framework for HAMP, a 
program that would use up to $50 billion of TARP funds to help at-risk 
homeowners avoid potential foreclosure, primarily by reducing their 
monthly mortgage payments. 

My statement today is based on our July 23, 2009, report on HAMP and our 
current work evaluating Treasury’s ongoing implementation of the 
program.* Specifically, this statement focuses on (1) HAMP program 
activities to date, (2) the status of the recommendations we made in our 
July 2009 report to strengthen the transparency and accountability of 
HAMP, (3) preliminary findings from our current work evaluating 
servicers’ implementation of HAMP, and (4) additional challenges HAMP 
faces going forward. Our current work evaluates servicers’ practices in 
informing borrowers about HAMP, the extent to which servicers have 
been consistently evaluating borrowers for HAMP participation, and the 
processes that have been put into place for borrowers to file HAMP 
complaints. To examine these questions, we spoke with and obtained 
information from 10 HAMP servicers of various sizes that collectively 
represented 71 percent of the TARP funds allocated to participating 


‘Pub. L. No. 110^, 122 StaL 3765 (2008), codified at 12 U.S.C, §§ 5201 et seq. The Helping 
Families Save Their Homes Act of ^)09, Pub. L. No. 1 1 1-22, Div. A 123 Stat. 1©2 (2009) 
amended the act to reduce U»e maximum allowable amount of outstanding troubled assets 
by almost $1.3 billion, from $700 billion to $698,741 bUlion. 

*GAO, Troubled Asset t^vgram: Treasury ActiOTis Needed to Make the Home 
Affordable Modification Program More Transparent mid Accountable, GAO-09-837 
(Washington, D.C.: July 23, 2009). 
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servicers and visited 6 of them. We reviewed their policies and procedures, 
interviewed management ^d quality assurance staff, and observed a 
sample of phone calls between borrowers and their servicers. We are also 
reviewing samples of loan files from each servicer for borrowers who 
were offered and derued HAMP trial modifications. Finally, we spoke vrith 
officials at Treasury and its financial agents — Fannie Mae and FVeddie 
Mac — to understand how they were ensuring compliance with HAMP 
guidelines and their processes for resolving HAMP complaints. We are 
coordinating our work with other oversight entities that TARP created — 
the Congressional Oversight Panel (COP) and the Office of the Special 
Inspector General for TARP (SIGTARP). 

The work on which this testimony is based was performed in accordance 
with generally accepted government auditing standards. Those standards 
require that we plan and perform the audit to obtain sufficient, appropriate 
evidence to provide a reasonable basis for our finding and conclusions 
based on our audit objectives. We believe that the evidence obtained 
provides a reasonable basis for our findings and conclusions based on our 
audit objectives. 


Background 


National default and foreclosure rates rose sharply from 2005 through 2009 
to the highest level in 29 years (fig. 1). Default rates climbed from 1.09 
percent to 5.09 percent, and foreclosure start rates — representing the 
percentage of loans that entered the foreclosure process each quarter — 
grew almost fiireefold, from 0.42 percent to 1.2 percent Put another way, 
over half a million mortgages entered the foreclosure process in the fourth 
quarter of 2009, compared with about 174,000 in the fourth quarter of 2005. 
Anally, foreclosure inventory rates rose over 350 percent over the 4-year 
period, increasing ftom 0.99 percent to 4.58 percent, with most of that 
growth occurring after the second quarter of 2007. As a result, over 2 
million loans were in the foreclosure inventory as of the end of 2009. 
Foreclosure starts declined in the last quarter of 2009, but the number of 
defaults continued to climb. 
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DefeuH 


Foreclosure starts Foreclosure Inventory Periods of economic recession 

Souree: GAO enelysis oi MSA <tata. National Bureau oi Economic Reaeercn. 


Foreclosure is a legal process that a mortgage lender initiates against a 
homeowner who has missed a certain number of payments. The 
foreclosure process has several possible outcomes but generally means 
that the homeowner loses the property, typically because it is sold to 
repay the outstanding debt or repossessed by the lender. The foreclosure 
process is usually governed by state law and varies widely by state. 
Foreclosure processes generally fall into one of two categories — judicial 
foreclosures, which proceed through courts, and noryudicial foreclosures, 
which do not involve court proceedings. The legal fees, foregone interest, 
property taxes, repayment of former homeowners’ delinquent obligations, 
and selling expenses can make foreclosure extremely costly to lenders. 
Options to avoid foreclosure include forbearance plans, short sales, deeds 
in lieu of foreclosure, and loan modifications. With forbearance plans and 
loan modifications, the borrower retains ownership of the property. With 
short sales and deeds in lieu of foreclosure, the borrower does not. 

In March 2009, Treasury issued the first HAMP guidelines for modifying 
first lien mortg^es in an effort to help homeowners avoid foreclosure. 
The goal of the first-lien mortgage modification program is to reduce the 
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monthly payments of struggling homeowners to more affordable levels — 
specifically 31 percent of household income. According to Treasury, 

HAMP was intended to offer reduced monthly payments to up to 3 to 4 
million homeowners. Under the first-lien modification program, Treasury 
shares the cost of reducing die borrower’s monthly mortgage payments 
with mortgage holders/investors and provides various financial incentives 
to servicers, borrowers, and mortgage holders/investors for loans modified 
under the program for 5 years. To be eligible for a first-lien loan 
modification: 

• the property must be owner occupied and the borrower’s primary 
residence; 

• the property must be a single-family property (1 to 4 units) with a 
maximum unpaid principal balance on the unmodified first-lien mortgage 
that is equal to or less than $729,750 for a 1-unit property; 

• the loan must have been originated on or before January 1, 2(H)9; and 

• the monthly first-lien mortgage payment must be more than 31 percent of 
the homeowner’s gross monthly income. 

Borrowers have until December 31, 2012, to be accepted into the first-lien 
modification program. HAMP also includes other subprograms that, for 
example, offer incentives to modify or pay off second-lien loans of 
borrowers whose first mortgages were modified under HAMP and to 
pursue foreclosure alternatives when a HAMP modification cannot be 
offered. 

The HAMP first-lien modification program has four main features: 

1. Cost sharing - Mortgage holders/investors vrill be required to take the 
first loss in reducing the borrower’s monthly payments to no more 
than 38 percent of the borrower’s income. Treasury will then use TARP 
funds to match fiuther reductions on a doUar-for-dollar basis, dowm to 
the target of 31 percent of the borrower’s gross monfiily income. 'The 
modified monthly payment is fixed for 5 years or until the loan is paid 
off, whichever is earlier, as long as the borrower remains in good 
standing with the program. After 5 years, the payment may increase by 
1 percent a year to a cap of the Freddie Mac rate for 30-year fixed rate 
loans as of the date that the modification agreement is prepared. 
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2. Standardized net present value (NFV) test - The NPV test 
compares expected cash flows from a modified loan to the same loan 
with no modification. If the expected cash flow with a modification is 
greater than the expected cash flow without a modification, the loan 
servicer is required to modify the loan. According to Treasury, the NPV 
test increases mortgage holder/investor confidence and helps ensure 
that borrowers are treated consistently under the program by 
providing a transparent and externally derived objective standard for 
all loan servicers to follow. 

3. Standardized waterfall - Servicers must follow a sequential 
modification process to reduce payments to 31 percent of gross 
monthly income. Servicers must first capitalize accrued interest and 
expenses paid to third parties. Next, interest rates must be reduced to 
the higher of 2 percent or a level that achieves the 31 percent debt-to- 
income tai^et. If the debtrto-income ratio is still over 31 percent, 
servicers must then extend the amortization period of the loan up to 40 
years. Finally, if the debt-to-income ratio is still over 31 percent, the 
servicer must forbear — defer — principal until the payment is reduced 
to the 31 percent target* Servicers may also forgive mortgage principal 
at any step of the proce^ to achieve the target monthly payment ratio 
of 31 percent 

4. Incentive payment structure - Treasury will use HAMP funds to 
provide both one-time and ongoing (“pay-for-succe^") incentives to 
loan servicers, mortgage holders/investors, and borrowers to increase 
the likelihood that the program will produce successful modifications 
over the long term and help cover the servicers’ and investors’ costs of 
modifying a loan. 

Prior to HAMP, many servicers offered their own loan modification 
programs, but the vast m^ority of these loan modifications increased or 
did not change the borrower’s monthly mortgage payment Rather, the 
focus of these programs was on bringing delinquent loans current by 
adding past due interest advances for taxes or insurance, and other fees to 
the loan balance. Some of these loan modifications changed the interest 
rate or remaining term of the loan but typically focused on reducing 


*The principal forfwarancc amount is non-interest bearing and non-amortizing and cannot 
accrue interest under the guidelines or be amortized over the loan term. Rather, the 
amount of jMincipal forbearance will result in a b^oon payment fully due and payable 
upon the borrower’s transfer of the property, payoff of the interest bearing unpaid principal 
balance, or maturity of the mortgage loan. 
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paymente to 38 rather than 31 percent of the borrower’s gross monthly 
income. For example, FDIC’s IndyMac Federal Bank loan modification 
program, on which HAMP is partially based, initially reduced payments to 
38 percent of the borrower’s gross monthly income before subsequently 
revising the payment target to 31 percent. Many servicers continue to offer 
non-HAMP loan modifications for borrowers who do not qualify for 
HAMP. Appendix I provides examples of non-HAMP loan modification 
programs and an overview of other federal foreclosure prevention 
programs. 


The HAMP Loan 
Modification Program 
Has Made Limited 
Progress to Date 


Treasury first announced HAMP in February 2009 and issued the first 
implementation guidelines in March 2009. Since then, Treasuiy has issued 
1 1 supplemental directives for the HAMP program, 8 of them for the first- 
lien modification program (fig. 2). The early supplemental directives 
tended to focus on basic implementation issues, but the later directives 
resulted in si^ificant changes to the program — for exmnple, requiring 
servicers to send written denial notices to borrowers, streamlining the 
process used by servicers for evaluating borrowers, and requiring that 
servicers verify borrowere’ income before initiating trial modifications. 


As of March 9, 2010, 1 13 servicers had signed HAMP Servicer Participation 
Agreements to modify loans not owned or guaranteed by the government 
sponsored enterprises (GSE) Fannie Mae and FVeddie Mac.* Roughly $36.9 
billion in TARP funds have been allocated to these servicers for 
modification of non-GS£ loans. These servicers include national financial 
institutions such as Bank of America, Wells Fargo, and JP Morgan Chase 
and national servicing organizations such as GMAC Mortgage and Ocwen. 
Fannie Mae and Freddie Mac required all servicers of loans that they 
owned or guaranteed to participate in the GSE HAMP program. 


*Under HAMP. Fannie Mae and Freddie Mac are expected to provide up to $25 billion in 
funding to encourage servicers to modify loans owned or guaranteed by the two GSEs. 
According to Treasury, up to $50 billion in TARP funds will be used primarily to encourage 
the modificaUon of mor^ages that financial institutions own and hold in their own 
portfolios and mortgages held in private-label securitization trusts (non-GSE io«ms). 
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Treasury reported diat through February 2010 servicers had offered nearly 
1.4 million HAMP trial modifications to borrowers of GSE and non-GSE 
loans, and roughly 1.1 million of these had begun HAMP trial 
modifications.® Of the trial modifications begun, about 0.8 million were in 
active trial modifications, fewer than 0.2 miUion were in active permanent 
modifications, and the remaining had been canceled. As shown in figure 3, 
the number of trial modifications started generally increased until October 
2009 but then decreased. In part, the decrease in new trial modifications 
may be the result of a shift in focus on the part of Treasury and the 
servicers from starting new modifications to making existing trial 
modifications permanent In July 2009, Treasury announced a goal of 
500,000 trial modifications started by November 1, 2009. In November, 
however, Treasury announced a campaign to increase the number of 
conversions to permanent modifications. Although the first trial 
modifications started nearly a year ago, servicers are completing 
permanent modifications at a rate slower than Treasury expected, with 32 
percent of loans that have been in trial for 3 months or more approved for 


“Roughly 43 percent of borrowers were either in trial or permanent modifications as of 
February 17, 2010, had non-GSE loans and therefore feD under the TARP-fimded portion of 


HAMP. 
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conversion. Servicers we spoke with cited several challenges in making 
trial modiflcatioirs permanent, including obtaining all the required 
documentation and borrowers who missed trial period payments. 


Figure 3: GSE and non-GSE HAMP Trial and Permanent Modifications Made Each Month 


ModlfiCBtions in thousands 

! 



2009 2010 

Sourca: CumutsUvs Aguras taken hom January 2010 HAMP Servicer Pertormanee Repori, mentmy figures are GAO eaicuiated using 
cumulative figures. 


To date, Treasury has reported limited information on the number of 
borrowers who have been deiued trial modifications under HAMP. The 10 
HAMP servicers that we spoke with reported a wide range of denial rates. 
The reasons for denying trial modifications varied by servicer — for 
example, one servicer reported high proportions of investors prohibiting 
HAMP modifications and another servicer reported insufficient or 
excessive borrower income as the most common reasons for denial. 

Additionally, Treasuiy has provided limited data on the performance of 
HAMP modifications, both trial and permanent. According to program 
administrators, servicers are not required to report trial period payments 
on a monthly basis, and these payments may not be reported until the trial 
modification becomes official. Thus, it is difficult to determine the number 
of borrowers in trial modifications who m^ be delinquent in their trial 
payments. Limited information is available on the performance of 
permanent modifications because few trials have become permanent. 
According to Treasury, through the end of February 2010, 1,473 of the 
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170,207 permanent mcKMcations made had defaulted, ^d 26 had paid off 
their loans. 

HAMP payments are contingent upon trial modiflcatioi^ becoming 
permanent, and given the small number of permanent modifications to 
date, Treasuiy has made relatively few incentive payments to investors, 
servicers, and borrowers. According to Treasury, through the end of 
February 2010, a total of $58 million had been disbursed to servicers and 
investors. Roughly 78 percent of these payments went to servicers and 22 
percent to investors. As of March 1, 2010, no incentive payments had been 
made on borrowers’ behalf because no borrowers had reached the first 
anniversary of their trial modification, as the program requires before 
making the incentive payment. 

Overall, non-GSE borrowers participating in HAMP had their mortgage 
interest rates on their loans reduced by approximately 5.5 percentage 
points (from 7.5 percent to 2.0 percent on average) and for nearly half of 
these borrowers had seen their loan terms extended to 40 years (an 
increase of 13 years beyond the original remaining term of the loan). To 
show the payments th^ Treasury might make for a typical modification, 
we developed an example of firsMien cost-sharing and incentive payments 
based on median loan and borrower characteristics of non-GSE borrowers 
entering trial modifications through February 17, 2010. For a borrower 
with a loan of about $222,000 who is paying 44 percent of his gross 
monthly income toward monthly housing payments, a HAMP modification 
would reduce the monthly housing payment by $520, from $1,760 to 
$1,240. Excluding the Home Price Decline Protection (HPDP) incentive, 
over 5 years Treasuiy would pay an investor $9,900 for the difference in 
mortgage payments and other incentives.® A servicer would receive $4,500, 
and a borrower $5,000. In total, the borrower would receive $36,200 in the 
form of reduced payments and incentives. Appendix n elaborates on this 
example. 


®The HPDP initiative provides investors with additional incentives for HAMP modifications 
of loans on properties located in areas where home prices have recently declined imd 
where investors are concerned that price declines nuo? persist. Depenttog on the location 
of the hcmte and when the trial mo^cation started, investors may also be eligible to 
receive up to $16,2CK} in HPDP incentives. 
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Further Actions 
Needed by Treasury 
to Improve HAMP’s 
Transparency and 
Accountability 


In our July 2W)9 report on HAMP, we noted that Treasuiy’s projection that 
3 to 4 million borrowers could be offered loan modifications was based on 
several uncertain assumptions and might be overly optimistic. Specifically, 
we reported that some of ffie key assumptions and calculations regarding 
the number of borroweis whose loans would be successfully modified 
under HAMP using TARP funds were necessarily based on limited anal^s 
and data. According to Treasury, projections for the number of non-GSE 
borrowers who will participate in HAMP are updated quarterly through the 
revised allocation of TARP funds for HAMP servicers. Nonetheless, 
according to Treasury’s Web site, Treasury continues to expect that HAMP 
will offer reduced monthly payments to up to 3 to 4 million borrowers. 


We also reported that while HAMP is the cornerstone effort under TARP to 
meet the act’s goals of preserving horaeownership and protecting home 
values, a number of HAMP programs remained largely undefined. Since 
that time, additional details of the HPDP incentives, second-lien 
modification program, and foreclosure alternatives program have been 
announced, but the number of homeowners who can be helped under 
these programs remains unclear. In July, we noted that Treasury had not 
estimated the number of additional modifications that would be made as a 
result of HPDP incentive payments, even though the potential exists for 
the incentive payments to use up to $10 billion in TARP funds. To date, 
Treasury has not prepared any such estimate. In addition, while Treasury 
has attempted to improve the targeting of these incentive payments by 
incorporating the size of the unpaid principal balance and the loan-to- 
value ratio in the payment calculations, HPDP incentives continue to be 
available for loans that would have passed the NPV test without them. 
Similarly, although Uie second-lien and foreclosure alternatives programs 
were included in the M 2 urch 2009 program guidelines, no funds have yet 
been disbursed under either of these programs to date. According to 
Treasury, as of March 1— over a year after the first announcement of 
HAMP — details of the second-lien program had not yet been finalized, and 
only two servicers had signed an agreement to participate in the program. 


Finally, we reported in July that Treasury had not finalized a 
comprehensive system of internal control for HAMP. We noted that 
important parts of a comprehensive system of internal control include, 
among other things, implementing a system for determining compliance, 
having sufficient numbers of staffing with the right skills, and establishing 
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and reviewing performance measures and indicators.^ According to 
Treasury, it was working with its financial scents to implement such a 
system and we continue to assess Treasury’s efforts in this area.® While the 
Chief of the Homeowner^ip Preservation Office (HPO) — the office within 
Treasuiy that is responsible for administering HAMP — consulted with staff 
and reduced staffing levels from 36 to 29 full-time positions, Treasury has 
not yet formally asse^ed whether HPO has staff with the skills needed to 
govern the program effectively. In addition, Treasury has not yet fmali 2 ed 
remedies, or penalites, for servicers who are not in complimice with 
HAMP guidelines. According to Treasury, these remedies will be complete 
in April 2010 and a HAMP compliance committee has been established to 
review issues related to servicers' compliance with program guidelines 
and to enforce appropriate remedies. Furthermore, while Treasuiy has put 
in place some performance metrics for HAMP, it has not developed 
benchmarks, or goals, to measure these metrics against, limiting its ability 
to determine the success of the program. We continue to assess Treasury’s 
efforts to establish a comprehensive system of internal control as part of 
our ongoing oversight of the implementation of TAEP and our annual audit 
of TARP’s financial statements. Appendix IE provides more detail on the 
recommendations we made in July and Treasury’s responses to them. 


Servicers Reported 
Facing Challenges in 
Implementing HAMP, 
and Program 
Implementation Was 
Sometimes 
Inconsistent 


The servicers we interviewed told us that a major chaUenge they faced in 
implementing the HAMP firet-Uen modification program was the number 
of changes to the program. Each m^or program change often required 
servicers to ac^ust their business practices, update their systems, and 
retrain their servicing staff. An example of a significant program change 
that servicers brought to our attention was Treasury’s recent requirement 
that borrowers fiiHy document their income before they can be evaluated 
for a trial modification. According to servicers we contacted, Treasuiy told 
servicers m July 2009 that it was a “best practice” to use stated income 
information to evaluate borrowers for trial modifications in order to offer 
modifications more quickly. As a result, some servicers ttiat had been 
requiring fully documented income before offering a trial modification 
switched to using stated income, a change that involved altering business 
processes, including updating company policies and retraining employees. 


^GAO, Staruiards for Internal Control in the Federal Government, GAO/AIMD-00-21.3.1 
(Washington, D.C.: November 1999). 

®Fannie Mae and Freddie Mac are financial agents for the non-GSE portion of HAMP, with 
Ftuuue Mae as the program administrator, and Freddie Mac as the compliance agent. 
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However, as Treasury became concerned about the number of trial 
moditications that were not converting to permanent modifications due to 
difficulty obtaining income documentation from borrowers after the trial 
period began, Treasury subsequently reversed the policy. In January 2010, 
Treasury announced that effective June 1, 2010, servicers would be 
required to evaluate borrowers for trial modifications based on fully 
documented income. Servicers that svritched to or had been using stated 
income will again have to alter their processes and policies to meet the 
new standards. 

Servicers also told us that the instability of Treasury’s NPV model 
presented another implementation challenge. Although the NPV test is a 
key element in evaluating borrowers for HAMP, servicers told us Uiat they 
experienced problems accessing and using the NPV model on Treasury’s 
Web portal. According to Treasury, servicers were allowed to use their 
own NPV models until September 1, but some servicers told us that the 
lack of a Treasury model made it difficult for them to begin offering trial 
modifications. One servicer told us that in the first few months of the 
program, it was otherwise ready to start making trial modifications but it 
was unable to effectively use Treasury’s Web-based NPV model. As a 
result, it had to keep borrower applications on hold for several months. 

In addition, although one of HAMP’s goals is to create clear, consistent, 
and uniform guidance for loan modifications across the industry, we found 
inconsistencies and wide variations among the HAMP servicers that we 
contacted with respect to communication with borrowers about HAMP, 
the criteria used to evaluate borrowers for imminent default, and the 
tracking of HAMP complaints. 

• Communications with borrowers - Although Treasury guidelines state 
that servicers must provide borrowers with information designed to help 
them understand the modification process and must respond to HAMP 
inquiries in a timely and appropriate manner, the HAMP servicers we 
contacted differed widely in the timeliness and content of their initial 
communications with borrowers about HAMP. For example, while some 
servicers contacted borrowers about HAMP as soon as payment was 30 
days delinquent, other servicers did not inform borrowers about HAMP 
until payments were at least 60 days delinquent. Treasury has not 
developed standards to evaluate servicers’ performance in communicating 
with borrowers or penalties for servicers that do not meet Treasury’s 
requirements. 
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We reviewed the Web sites of the 20 HAMP servicers with the largest 
program allocations and found that 3 did not provide any irdormation 
about HAMP and that 3 others had posted inaccurate information about 
the program. The inaccuracies included statements implying that the 
program h^ not yet started and that only loans owned by Fannie or 
Freddie Mac were eligible for HAMP, After we notified Treasury of these 
issues, two of the servicers updated their Web sites to include accurate 
program information. However, one continued to contain inaccurate 
information, and three continued to have minimal information about the 
program, but, according to Treasury, the level of information cannot be 
mandated. 

• Criteria for imminent default - According to HAMP guidelines, 

borrowers in danger of imminently defaulting on their mortgages may be 
eligible for HAMP modifications. Although Treasury's goal is to create 
uniform guidance for loan modifications across the industry, Treasury has 
not provided specific guidance on how to evaluate non-GSE borrowers for 
imminent default, leading to inconsistent practices among servicers. 
Among the 10 servicers we contacted, there were 7 different sets of 
criteria for determining imminent default. While some servicers do not 
impose any requirements beyond the basic HAMP eligibility criteria, others 
do. For example, four servicers aligned their imminent default criteria for 
their non-GSE portfolios with the imminent default criteria that the GSEs 
required for their loans prior to March 1, 2010. These criteria required 
borrowers to have cash reserves equal to less than 3 months’ worth of 
monthly housing payments and a ratio of disposable net income to 
monthly housing payments (debt coverage ratio) of less than 1.20. One 
servicer had begun using the new GSE criteria for its non-GSE loans, 
which impose a maximum cash reserves limit of $25,000 and have no debt 
coverage ratio requirement, for its non-GSE loans.® In addition, four 
servicers implemented additional criteria for imminent default; 

• including a sliding scale for the borrower’s front-end debt-to-income 
ratio (e.g., borrowers in the highest income category had to have a 
front-end debt-to-incoroe ratio of at least 40 percent); 

• an increase in e3q)enses or decrease in income that is more than a 
certain percentage of income; 


^he new GSE inuninent default criteria also requires the use of an Inuninent Default 
Indicator^”, a statistical model thsU; predicts the likelihood of default or serious 
deliiK^ency for mortgage loans that are less than 60 days delinquent However, this 
indicator is not available for non-GSE loans. 
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• a ratio of the remaining loan balance to the current house value that is 
above a certain percentage; and 

• a “hardship* situation lasting more than 12 months. 

As a result of the differences in criteria used to assess imminent default, 
borrowers with the same fmancial situation and loan terras could be 
approved for a HAMP loan modification by one servicer and denied by 
another. 

• Tracking of HAMP complaints - While Treasury has directed HAMP 
servicers to have procedures and systems in place to respond to HAMP 
inquiries and complaints and to ensure fair and timely resolutions, some 
servicers are not systematically tracking HAMP complaints or their 
resolutions. For example, according to Treasury a compliance review 
conducted by Freddie Mac in fall 2009 cited a servicer for not tracking, 
monitoring, or reporting HAMP-specific complaints. In the absence of an 
effective tracking system, the compliance agent could not determine 
whether the complaints had been resolved. Similarly, several of the 
servicers we interviewed indicated that they tracked resolutions only to 
certain types of complaints. For example, several servicers told us that 
they tracked only written HAMP complaints and that they handled these 
written complaints differently depending on the addressee. In one case, 
letters that were addressed to the president of the company were directed 
to an “escalation team" th^ tracked the resolution of the complaint, and 
required weekly updates to the borrower until the complaint was resolved. 
In comparison, complaint letters that were not addressed to a company 
executive were routed through a business unit without specific response 
time requirements. 


We have shared our preliminary observations about inconsistencies in 
servicers’ implementation of HAMP with Treasury so that these 
inconsistencies can be addressed in a timely maimer. As we continue our 
work evaluating servicers’ implementation of the program, we plan to 
develop specific recommendations for Treasury as they are needed and 
appropriate to ensure that HAMP borrowers are treated consistently. 


HAMP Faces 
Additional Challenges 
Going Forward 


\\hile HAMP has offered some relief to over a million borrowers struggling 
to make tiieir mortgage payments, the program may face several additional 
challenges going forward. These include problems converting trial to 
permanent modifications, the growing issue of negative equity, redefaults 
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among borrowers with modifications, and program stability and 
mmiagement. 

• Conversions - Treasury has taken some steps to address the challenge of 
converting trial modifications to permanent modifications, but 
conversions may continue to be an issue. During December 2009 and 
January 2010, T^asury held a HAMP Conversion Campaign to help 
borrowers who were in HAMP trial modifications convert to permanent 
modifications. This effort included a temporary review period lasting 
through January 31, which did not allow canceling trial modifications for 
any reason other than failure to meet HAMP property requirements and a 
requirement that the eight largest servicers submit conversion action 
plans. Since the announcement of the Conversion Campaign, the number 
of new conversions each month has increased from roughly 26,000 in 
November to roughly 35,000 in December and nearly 50,000 in January. 
However, as noted above, relatively few trial modifications have been 
made permanent. 

• Negative Equity - As we reported in July 2009, HAMP may not address 
the growing number of foreclosures among borrowers with negative equity 
in their homes (so-called “underwater” borrowers). While HAMP’s 
overriding policy objective is to make mortgages more affordable for 
struggling homeowners, factors other than affordability may influence a 
borrower’s decision to default, including the degree to which the borrower 
is underwater. As we reported in July, many states with high foreclosure 
rates also have high proportions of mortgages widi negative equity. To 
help address this issue, in February 2010 Treasury announced the Housing 
Finance Agency Innovation Fund for the Hardest-Hit Housing Markets 
program, which will allocate $1.5 billion in HAMP funds to five states that 
have suffered an avers^e home price drop of at least 20 percent from the 
state’s price peak, based on a seasonally a(^usted home price index. 
However, the details of this program and the extent to which it will be able 
to address defaults and foreclosures among this group of borrowers still 
remain to be seen. 

• Redefaults - Some borrowers who receive a permanent HAMP 
modification are likely to redefault on their modified mortgages. Because 
few permanent modifications have been made to date, the redefault rate 
for HAMP remains to be seen, but HAMP alone may not address the needs 
of all borrowers. In particular, while HAMP lowers borrowers’ monthly 
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first-lien p^rments to 31 percent of their gross monthly income, some 
borrowers may have high amounts of other debt, such as monthly 
payments on second mortgages or cars. These borrowers may have 
difficulty making even modified payments. In our July report, we noted 
that while Treasury requires borrowers with high levels of tot^ debt to 
agree to obtained counseling, Treasury was not tracking whether 
borrowers obtain this counseling. We therefore recommended that 
Treasury consider methods of monitoring whether or not borrowers were 
obtaining the required counseling. Treasury officials told us that they 
considered methods of monitoring compliance but concluded that the 
processes would be too burdensome. As a result, it remains difficult to 
determine whether this program feature is likely to meet its purpose of 
reducing redefaults among high debt-burdened borrowere. We continue to 
believe that Treasury should seek cost-efficient methods to assess the 
extent to which the counseling requirement is reducing redefaults. 
Furthermore, the second-lien program, which could help reduce 
borrowers’ total debt, has yet to be fully specified and, to date, only two 
servicers have signed up for this program. 

• Program Stability and Management - HAMP continues to undergo 
significsmt program changes, including the recently announced shift to 
upfront income verification and the implementation of the second-hen 
modification program, the foreclosure alternatives program, and the 
Hardest-Hit Housing Markets program. Treasury will be challenged to 
successfully implement these programs while also continuing to put in 
place the controls and resources needed to continue the first-hen 
modification program. 

Given the magnitude of the investment of pubhc funds in HAMP and the 
fact that the program represents direct outlays of taxpayer dollars rather 
than investments that may yield a return (as in other TARP programs), it is 
imperative that Treasury continue to improve HAMP’s transparency and 
accountabihty. As we have noted, HAMP is Treasury’s cornerstone effort 
under TARP to meet the act’s purposes of preserving homeownership and 
protecting home values. As the number of delinquent loans and 
foreclosures continues to climb and home values continue to feU in many 
areas of the country, Treasury will need to ensure that borrowers receive 
consistent access to and treatment from servicers. Treasury also needs to 
make sure that it has the information, controls, and resources to 
successfully implement a still-developing program. We will continue to 
evaluate the implementation of HAMP as part of our ongoing oversight of 
the activities and perform^ce of TARP. 
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Mr. Chairman and Members of the Committee, I appreciate this 
opportunity to discuss this critically important program ^d would be 
happy to answer any questions that you may have. Thank you. 


Contact 


For further information on this testimony, please contact Richard J. 
Hillman at (2(^) 512-8678 or hiUmanr@gao.gov, Thomas J. McCool at (202) 
512-2642 or mccoolt@gao.gov, or Mathew J. Scirfe at (202) 512-8678 or 
sciren\j@gao.gov. Contact points for our Offices of Congre^ional 
Relations and Public Affairs may be foimd on the last page of this 
statement. GAO staff who made major contributions to this statement are 
listed in appendix IV. 
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Appendix I: Examples of Other Foreclosure 
Prevention Programs 


Institution 

Program or effort 

Selected program charact^istics 

GSEs {Faf\nie Mae and 
Freddie Mac) 

Home Affordable Refinance 
Program 


Borrowers with loans owned or guaranteed by Fannie Mae or 

Freckle Mac can refinance into a fixed rate loan at the current 
market rate 

Eligible borrowers are current on their loans, the owner occupant of 
a one- to four-unit property, and have a loan-to-vaiue ratio (LTV) of 
less thar) 125 percent 

Between February 2009 and February 2010, over 190,000 
borrowers were refinanced through HARP 

Federal Housing 
Administration (FHA) 

Hope for Homeowners 


Borrowers can refinance into an affordable loan insured by FHA 
Eligible borrowers are those who, among other factors, have a 
monthly mortgage debt-to-income ratio above 31 percent 

Servicers provided incentive parents; lenders required to write 
down the existing mortgage amount depending on the borrower’s 
monthly mortgage debt-to-income ratio and total household debt. 
Borrowers must agree to share the equity created at the beginning 
of their new Hope for Homeowners mortgage 

Between October 2008 and January 2010, 96 loans were refinanced 
under Hope for Homeowners 

Federal Deposit Insurance 
Corporation 

IndyMac Loan Modification 
Program 


Eligible borrowers can get monthly mortgage payments reduced to 

31 percent of gross monthly income. 

Private-sector financial 
institutions 

Private-sector foreclosure 
prevention programs 


Programs vary, but include modification programs aimed at reducing 
monthly payments. 

For example, one bank has a program to modify pay option 


adjustable rate mortgages. Another bank modifies loans to decrease 
monthly payments to between 31 and 40 percent of the borrower’s 
monthly gross income. 

Source: Putxidy svetiaue Mormttion Irom agencies ana orgarKcations iistea above. 
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Appendix II: Example of Treasury Payments 
for a Typical Modification over 5 Years 



*tnve8tor3 may edso ba eligiMe to receive HPOP Incentive payments depending on where the property 
Is located. For this exam^. If the mai rrK>dtficatlon were started in Sep^ber 2009, investors may 
be elloible (or HPOP incentives that range from SO to $16,200. If the trial started during October, 
November, and Decembw 2009, ti^e amounts could range from $0 to $10,800. if the trial started 
during the first 3 months of 201 0. the incentive payment could be as much as $5,880. 
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Appendix III: Treasury’s Actions in Response 
to GAO’s July 2009 HAMP Recommendations 


GAO recommendation 

Treasury actions to date 

Consider methods of mcmitoring whether borrowera with 
total household debt of more than 55 percent of their 
income who have been told that they must obtain HUD- 
approved housing counseling do so, and assessing how 
this counseiing affects the performance of modified loans 
to see if the requirement is having its intended effect of 
limiting redefaults. 

* According to T reasury, it considered options for monitoring what 
proportion of borrowers is obtaining counseling, but deteimined that it 
would be too burdensome to implement. 

• Treasury does not plan to assess the effectiveness of counseiing in 
limiting redefaults because it believes that the benefits of counseiing 
on the performance of loan modifications is well documented and the 
assessment of the benefits to HAMP bonowers is not needed. 

Reevaluate the basis and desi^ of the HPDP program to 
ensure that HAMP funds are being used efficiently to 
maximize the number of borrowers who are helped under 
HAMP and to maximize overall benefits of utilizing 
taxpayer dollars. 

• On July 31 . 2009, Treasury announced detailed guidance on HPDP 
that included changes to the program's design that, according to 
Treasury, improve the targeting of incentive payments to mortgages 
that are at greater risk because of home price declines. 

• Treasury does not plan to limit HPDP incentives to modifications that 
would otherwise not be made without the incentives, due to concerns 
about potential manipulaticHi of inputs by servicers to maximize 
irrcentive payments and the additional burden of re-running the NPV 
lest for many loans. 

Institute a system to routinely review and update key 
assumptions and projections about the housing madcet 
and the behavicM" of mortgage-holders, borrowers, and 
servicers that underlie Treasury’s projection of the 
number of borrowers whose loans are likely to be 
modified under HAMP and revise the projection as 
necessary in order to assess the program’s effectiveness 
and structure. 

• According to T reasuty, on a quarterly basis it is updating its 
projectkMTS on the number of non-GSE first-lien modifications 
expected when it revises the amount of TARP funds allocated to each 
servicer under HAMP. 

• Treasury is gathering data on servicer performance in HAMP and 
housing mailcet conditions in order to improve and build upon the 
assumptions underlying its projections about mortgage market 
behavior. 

Place a high priority on fully staffing vacant positions in 
the Homeownership Preservation Office (HPO)— 

Including filling the position of Chief Homeownership 
Preservation Officer with a permanent placement— and 
evaluate HPO’s staffing levels and competencies to 
determine whether they are sufficient and appropriate to 
effectively fulfill its HAMP governance responsibilities. 

• A permanent Chief Homeownership Preservation Officer was hired on 
November 9, 2009. 

• According to Treasury, staffing levels for HPO have been revised from 
36 full-time equivalent positions to 29. 

• According to Treasury, as of March 2010, HPO had filled 27 of the 
total of 29 full-time positions. 

Expeditiously finalize a comprehensive system of internal 
control over HAMP, including policies, procedures, and 
guidance for program activities, to ensure that the 
interests of both the government and taxpayer are 
protected and that the program objectives and 
requirements are being met once loan modifications and 
incentive payments begin. 

• According to Treasury, it will work with Fannie Mae end Freddie Mac 
to build and refine the internal controls within these financial agents’ 
operations as new program components are implemented. 

• Treasury expects to finalize a list of remedies for servicers not in 
compliance with HAMP guidelines by April 2010. 

Expeditiously develop a means of systematically 
assessing servicers’ capacity to meet program 
requirements during program admisaon so that Treasury 
can understand and address any risks associated with 
individual servicers' abilities to fulfill program 
requirements, including those related to data reporting 
and collection. 

• Accordtiig to Treasury, a servicer self-evaluation form, which provides 
information on the servicer’s capacity to implement HAMP, has been 
implemented beginning with servicers who started signing Servicer 
Participation Agreements in December 2009. 


Source; GAO analysis oi Treasury i rrforwatio n . 
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■ 

The Government Accountability Office, the audit, evaluation, and 
investigative ann of Congress, exists to support Congress in meeting its 
constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and policies; 
and provides analyses, recommendations, and other assistance to help 
Congress make informed oversight, policy, and funding decisions. GAO’s 
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accountability, integrity, and reliability. 
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Chairman TOWNS. Thank you very much for your testimony. 

Dr. Calabria. 

STATEMENT OF MARK A. CALABRIA 

Mr. Calabria. Chairman Towns, Ranking Member Issa, distin- 
guished members of the committee, I do want to thank you for the 
invitation to appear at today’s important hearing. 

Before I begin my testimony, I want to emphasize a point the 
chairman made about foreclosure scams. These are widespread, 
and I think we should all commend the work that SIGTARP is 
doing. I would, as well, encourage the committee to bring the Fed- 
eral Trade Commission up to update you on their efforts. They 
really are the ones leading the effort against foreclosure scams. 

My testimony is going to touch on essentially two points. The 
first point in question rather is: why have the current administra- 
tion and the previous administration efforts, along with those of 
the mortgage industry, to reduce foreclosures had so little impact 
in the foreclosure numbers? I very much want to emphasize at this 
point it is not a partisan issue. If you look at HOPE now and you 
look at HAMP, they were very different programs, but the assump- 
tions underlying their structure are the same. 

The second question is: given what we know why those efforts 
haven’t worked, what are our options going forward to improve 
those? So I will give a very short answer to why I think the pre- 
vious efforts have not worked, and that is because the implicit as- 
sumption behind these programs that most of if not all of the fore- 
closures are the result of predatory lending or exploding ARMs is 
simply false. The simple truth is that the vast majority of mortgage 
defaults are being driven by the same factors that have always 
driven mortgage defaults: generally, a negative equity position on 
the part of the homeowner coupled with a life event, generally most 
often a job loss or reduction of earnings in some other point. 

So I would emphasize, until both of these components — negative 
equity, negative income shock — are addressed, I think foreclosures 
will remain at very high levels. 

I would note if payment shock alone were the dominant driver 
of defaults, then we would observe most defaults occurring around 
the time of reset on the interest rate, but we do not see that. What 
we see is the vast majority of defaults occurring long before reset. 
Obviously, the high level of foreclosures, I think, has left us all 
frustrated. I think we need to start with asking ourselves if these 
answers need to be grounded in solid, unbiased analysis, and I 
would want to reiterate and emphasize some of the points that Neil 
made, which is, to gauge the success of this program, we need to 
have a reasonable baseline. I don’t believe we have any really base- 
line to establish whether the Treasury is doing a good or bad job, 
really. 

I think, if you look at the promises that Treasury has made, it 
is really kind of hard to conclude that they are either just making 
the numbers up or they don’t have a sense of what their own 
metrics are. 

So the important part of this is: Treasury needs to put out 
metrics upon which we can measure their performance and know 
whether they are doing a good or bad job. 
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I think it is also essential that Treasury put out a credible, clear 
analysis of the cost and benefits of this program. If the full $75 bil- 
lion is spent and if we end up — which I expect that maybe, if we 
are on the track to have maybe permanent modifications of about 
200,000, if we are lucky, then that assistance will mean that we 
will have spent almost 400,000 per permanent modification, which, 
as I will note, is more than twice the median U.S. home value. So 
we do need to make sure that this money is going and is being 
spent effectively. 

Before discussing specific proposals, I think we need to start 
from the very clear reality that almost half, about 50 percent, of 
foreclosures today are driven by job loss. Absolutely no way we can 
address the foreclosure situation without addressing the job situa- 
tion. So I would say the most significant thing we could do is try 
to find a way to foster an environment that is conducive to private 
sector job creation and the foreclosure problem will follow that. 

In addition, I think we need to focus not simply on homeowners 
in foreclosure, but those who are potentially at risk of foreclosure. 
For instance, I will note that about 4 million of the jobs that have 
been lost in this recession have been what are called mass layoffs. 
Mass layoffs present a double shock to our household. Not only do 
you have the loss of your home, but you also take a loss to the 
housing market because of a very big shock to the labor market, 
but as damaging as mass layoffs can be, they have one advantage, 
which is the Department of Labor collects statistics on them and 
reports them because there are laws that require that employees 
receive notice. 

So there is a point of intervention where we can try to help fami- 
lies before they actually hit foreclosure, because we know that 
these mass layoffs are coming. 

But, despite that connection, there is almost no coordination be- 
tween HUD and Department of Labor, so I would encourage HUD 
and I would encourage the DOL to partner so that the appropriated 
dollars we have spent so far in counseling funds can be focused on 
those workers at the time they receive a notice of a layoff, because 
we know that there is a high probability that 6 to 9 months later 
after their layoff is when they are going to be getting into financial 
trouble. 

I would also emphasize we do need to approach this as a form 
of triage, which in my mind we need to put our resources at those 
families who need it the most. 

Several of the programs, such as those that are aimed not at 
families in foreclosure but simply those who cannot refinance be- 
cause they are underwater, I think should be ended. These divert 
resources away from families who are most in need and focused on 
families who don’t need it. 

In concluding, I want to emphasize very, very strongly we need 
to do something about the underlying causes, and the underlying 
causes are not ARMs, they are the employment market, they are 
negative equity, and that needs to be the focus of this. 

Thank you. I look forward to your questions. 

[The prepared statement of Mr. Calabria follows:] 
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Chairman Towns, Ranking Member Issa, and distinguished members of the Committee, I 
thank you for the invitation to appear at today’s important hearing. I am Mark Calabria, 
Director of Financial Regulation Studies at the Cato Institute, a nonprofit, non-partisan 
public policy research institute located here in Washington. Before I begin my 
testimony, I would like to make clear that my comments are solely my own and do not 
represent any official policy positions of the Cato Institute. In addition, outside of my 
interest as a citizen and a taxpayer, I have no direct financial interest in the subject matter 
before the subcommittee today, nor do I represent any entities that do. 

My testimony today will address two specific questions. The first is: why have the 
Obama and Bush Administration efforts, along with those of the mortgage industry, to 
reduce foreclosures had so little impact on the overall foreclosure numbers? This critique 
applies to the Home Affordable Modification Program as well as previous efforts, such as 
HOPE NOW. 

The second question is: given what we know about why previous efforts have had such 
little impact, what arc our policy options? 

In answering both these questions, I rely on an extensive body of academic literature, the 
vast majority of which has been subjected to peer review, which has examined the 
determinates of mortgage delinquency and default. Foremost among this literature is a 
series of recent papers written by economists at the Federal Reserve Banks of Boston and 
Atlanta, in particular the work of Paul Willen, Christopher Foote and Kristopher Gerardi. 
My testimony owes a considerable intellectual debt to this research. 

Why haven ’t previous efforts stemmed the foreclosure tide? 

The short answer to why previous federal efforts to stem the current tide of foreclosures 
have largely failed is that such efforts have grossly misdiagnosed the causes of mortgage 
defaults. An implicit assumption behind former Treasury Secretary Paulson’s HOPE 
NOW, FDIC Chair Sheila Bair’s IndyMac model, and the Obama Administration’s 
current foreclosure efforts is that the current wave of foreclosures is almost exclusively 
the result of predatory lending practices and “exploding” adjustable rate mortgages, 
where large payment shocks upon the rate re-set cause mortgage payment to become 
“unaffordable.” 
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The simple truth is that the vast majority of mortgage defaults are being driven by the 
same factors that have always driven mortgage defaults: generally a negative equity 
position on the part of the homeowner coupled with a life event that results in a 
substantial shock to their income, most often a job loss or reduction in earnings. Until 
both of these components, negative equity and a negative income shock are addressed, 
foreclosures will remain at highly elevated levels. 

Given that 1 am challenging the dominant narrative of the mortgage crisis, it is reasonable 
to ask for more than mere assertions. First, if payment shock alone were the dominate 
driver of defaults then we would observe most defaults occurring around the time of re- 
set, specifically just after the re-set. Yet this is not what has been observed. Analysis by 
several researchers has found that on loans with re-set features that have defaulted, the 
vast majority of defaults occurred long before the re-set. Of course some will argue that 
this is due to such loans being “unaffordable” from the time of origination. Yet 
according to statistical analysis done at the Boston Federal Reserve, the borrower’s initial 
debt-to-income (DTI) had almost no predictive power in terms of forecasting subsequent 
default. 

Additionally if payment shock was the driver of default, the fixed rate mortgages without 
any payment shocks would display default patterns significantly below that of adjustable 
rate mortgages. When one controls for owner equity and credit score, the differences in 
performance between these different mortgage products largely disappears. To further 
illustrate this point, consider that those mortgages generally considered among the 
“safest” - mortgages insured by the Federal Housing Administration (FHA), which are 
almost exclusively fixed rate with no-prepayment penalties and substantial borrower 
protections, perform, on an apples to apples basis, as badly as the subprime market in 
terms of delinquencies. 

The important shared characteristic of FHA and most of the subprime market is the 
widespread presence of zero or very little equity in the mortgage at origination. The 
characteristics of zero or negative equity also explain the poor performance of most 
subprime adjustable rate mortgages. Many of these loans also had little or no equity upon 
origination, providing the borrower with little equity cushion when prices fell. 
Recognizing the critical role of negative equity of course raises the difficult question as to 
what exactly it is that homeowners are losing in the event of a foreclosure. 

“Unnecessary” foreclosures 

Central to the arguments calling for greater government invention in the mortgage market 
is that many, if not most, of the foreclosures being witnessed are “unnecessary” or 
avoidable. Generally it is argued that investors and loan servicers do not face the same 
incentives and that in many cases in would be better for the investor if the loan were 
modified, rather than taken to foreclosure, but still the servicer takes the loan to 
foreclosure. 
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The principal flaw in this argument is it ignores the costs to the lender of modifying loans 
that would have continued paying otherwise. Ex Ante, a lender has no way of separating 
the truly troubled borrowers, who would default, from those that would take advantage of 
the system, if they knew they could get a modification just by calling. As long as 
potentially defaulting borrowers remain a low percentage of all borrowers, as they are 
today, it is in the best interest of the investor to reject many modifications that might 
make sense ex post. In addition, lenders may institute various mechanisms to help 
distinguish troubled borrowere from those looking to game the system. 

It is also claimed that the process of securization has driven a wedge between the 
interests of investors and servicers, with the implication that servicers would be happy to 
modify, and investors would prefer modifications, but that the pooling and servicing 
agreements preclude modifications or that servicers fear being sued by investors. The 
first fact that should question this assumption is the finding by Boston Fed researchers 
that there is little difference in modification rates between loans held in portfolio versus 
those held in securitized pools. There is also little evidence that pooling and servicing 
agreements preclude positive value modifications. According to recent Credit Suisse 
report, less than 10 percent of agreements disallowed any modifications. While the 
Congressional Oversight Panel for the TARP has been critical of industry efforts, even 
that Panel has found that among the sample of pools it examined with a 5-percent cap on 
the number of modifications, none of the pools examined had actually reached that cap. 

If few pools have reached the cap, it would seem obvious that the 5 percent cap is not a 
binding constraint on modifications. In many instances the pooling agreements also 
require the servicer to act as if the servicer held the whole loan in its portfolio, raising 
substantial doubts as the validity of the “tranche warfare” theory of modifications. 

A careful review of the evidence provides little support for the notion that high 
transaction costs or a misalignment of incentives is driving lenders to make foreclosures 
that are not in their economic interest. Since lenders have no way to separate troubled 
borrowers from those gaming the system, some positive level of negative value 
foreclosures will be profit-maximizing in the aggregate. 

What could reduce the level of foreclosures? 

The high level of foreclosures has left many policymakers and much of the public 
understandably frustrated and searching for answers. To be effective, those answers must 
be grounded in solid and unbiased analysis. In order to gauge the success of any federal 
efforts, we must also establish a reasonable baseline. I strongly encourage both Congress 
and the Administration to present detailed estimates of how many foreclosures are driven 
by which primary causes and how many of those foreclosures can be reasonably avoided. 

Before discussing specific policy proposals. Congress should bear in mind that as 
approximately 50 percent of foreclosures are currently driven by job loss, the most 
significant way to reduce foreclosures is to foster an environment that is conducive to 
private sector job creation. Accordingly, the worst thing Congress can do is to insert 
uncertainty into the job market, pushing employers to the sides-lines. 
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In addition to focusing on owners currently in foreclosure, efforts can also be made to 
reach families before they fall behind on their obligation. For instance, approximately 4 
million jobs have been lost in “mass lay-offs” since the beginning of the current 
recession. Mass lay-offs represent a double shock to households: the loss of a job along 
with a shock to the local housing market as the result of a major employer downsizing. 

As damaging as mass lay-offs can be, they do have one advantage - we know about them 
ahead of time, as the Department of Labor (DoL) collects data on mass lay-offs and 
workers must be given notice of such. Despite the strong connection between mass lay- 
offs and foreclosures, there is almost no coordination between DoL and HUD (or the 
many non-profit organizations providing housing assistance). DoL and HUD should 
partner in an effort to provide currently appropriated housing counseling funds to workers 
when they receive a notice of mass lay-off 

Congress can also encourage bank regulators to give lenders more flexibility to lease out 
foreclosed homes to the current residents. Typically banks come under considerable 
pressure from their regulators not to engage in long term property leasing or 
management, as that activity is not considered a core function of banks. I believe we can 
avoid the larger debate of banks being property managers by giving banks greater 
flexibility in retaining properties with non-performing mortgages as rentals, preferably to 
current residents. In addition to many owners who may wish to stay in their homes as 
renters; approximately 20 percent of foreclosures occur on renter-occupied investment 
properties. If current renters can continue to make their rent, many banks may prefer to 
keep those renters rather than proceed to a foreclosure sale. 

In order to separate out deserving borrowers, who are trying to get back on their feet, 
from those simply walking away from a bad investment, Federal lending entities, such as 
FHA and the GSEs, should engage in aggressive recourse against delinquent borrowers 
who have the ability to pay, but simply choose not too. All federal modification 
programs should also include strong recourse provisions. We should make every effort to 
turn away from becoming a society where legally incurred debts are no longer obligations 
to be honored but simply options to be exercised. 

Lastly, Congress and the Administration should focus resources on those households 
most in need, who but for an intervention, would lose their home. Programs aimed at 
households who are not facing foreclosure, but simply cannot re-fmance due to being 
“underwater” on their mortgage should be ended. These programs draw off limited 
lenders/servicer resources that should instead focus on at-need families. 

Conclusions 

In concluding my testimony, I again wish to strongly state: the current foreclosure relief 
efforts have largely been unsuccessful because they have misidentified the underlying 
causes of mortgage default. It is not exploding ARMs or predatory lending that drives 
the current wave of foreclosures, but negative equity driven by house prices declines 
coupled with adverse income shocks that are the main driver of defaults on primary 
residences. Defaults on speculative properties continue to represent a large share of 
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foreclosures. Accordingly, for any plan to be successful it must address both negative 
equity and reductions in earnings. 

Given the relatively low number of actual permanent modifications under HAMP, it is 
likely that the program’s overall impact has been negative. First, the program has 
delayed the needed adjustment in the housing market. HAMP also has likely provided an 
incentive for additional borrowers to withhold mortgage payments in order to receive 
modifications, pushing some of those borrowers into delinquency while also diverting 
limited resources to households not at risk of foreclosure.. I thank you for your attention 
and welcome your questions. 
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Chairman TOWNS. Thank you, Dr. Calabria. 

Mr. Taylor. 

STATEMENT OF JOHN TAYLOR 

Mr. Taylor. Good morning, Chairman Towns, Ranking Member 
Issa, and distinguished members of the committee. My name is 
John Taylor. I am president of the National Community Reinvest- 
ment Coalition. I come to you from the front lines of America’s fore- 
closure crisis to tell you that the battle is being lost. Our economy 
will continue to be dragged down by these mounting foreclosures 
if immediate change is not instituted. 

The Federal Government’s response to the foreclosure crisis, 
called, “Making Home Affordable,” comes in two forms: HAMP, the 
Home Affordable Modification Program; and HARP, the Home Af- 
fordable Refinance Program. 

The Federal Government’s response, HAMP and HARP, while an 
improvement over the previous administration, is simply failing to 
make a difference. 

The goal of HAMP and HARP was to help nearly 5 million fami- 
lies facing foreclosure. How many have they helped to date? 

HAMP has modified a total of 170,000 permanent loans. HARP 
has refinanced a total of 190,000 permanent loans. So a total of all 
the 5 million plus folks facing foreclosure, the Government in the 
total length of this program has done 360,000 permanent modifica- 
tions and refinances. 

Now, consider that just last month we had over 300,000 fore- 
closure filings, alone. In 2009, for the year we had 2.8 million fore- 
closure filings, alone, for that year. So when you consider a number 
like 360,000 being modified or refinanced, you can understand why 
we are saying it is a failure. 

Two important points here, too. According to the Inspector Gen- 
eral, Special Inspector General Barofsky, the Treasury Depart- 
ment, under its current plans, will spend only $22 billion of the $75 
billion committed to the HAMP program. Why they are sitting on 
those funds is beyond belief 

As for HARP, 99 percent of the refinancing of this program does 
it to borrowers with the LTVs of less than 105 percent, meaning 
they are really not helping people who are below water; they are 
helping people who are floating on the water. 

Now, the keys to the crisis that Chairman Towns pointed to, I 
just want to point out to the members of the committee these keys 
represent a home, an individual home. Every single key in this box 
represents a family that is losing their home. These keys are just 
what will happen while we have this hearing. These keys represent 
1,635 families across America who will lose their homes just while 
we sit here talking about what needs to be done. 

Let me show you what Fannie and Freddie — sorry, what the Fed- 
eral Government is going to do through the HAMP program during 
this same period of time. These are the amount of homes they are 
going to help out of this lot. That is the entire HAMP. During this 
hearing all these houses are going to be lost; this is what the 
HAMP program is going to help. 

Well, let’s give the Government some more credit. What are they 
going to do with the HARP? Those are the refinancing — your 
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friends at Fannie and Freddie, here is what they are going to do 
in that same period of time for that same group of people. 

Now, if you think that this is success, then continue the way 
things are. But I can tell you this: regardless of how you view this, 
we spent trillions for Wall Street. This is a trickle for Main Street. 
And whether you look at this crisis and say, well, and I know some 
Members of Congress are fond of saying some of the homeowners 
bit off more than they could chew, and others will say, well, there 
are a lot of greedy people, lenders, brokers looking for a fee, a quick 
fee. 

Let’s be clear about two things: first, subprime lending became 
the norm for the mortgage industry and that is the kind of loan 
that was made to anybody, the subprime lending became the norm 
for the mortgage industry. Banks would not have made these loans 
7 or 8 years ago. They simply would not be the norm. Subprime 
was not the norm. It was an exception to what this industry did. 
This became the norm. 

Then this Congress in 1994 told the Federal Reserve to fix this, 
said, “You issue unfair and deceptive rules and practices that pro- 
hibit the kind of activities that are going to land people in this, in- 
cluding people who were biting off more than they can chew.” In 
the old days, the bank would have said you can’t afford this, but 
because you can get a fee, you can get money, quick money because 
it is being guaranteed by Wall Street or by your securitizer, this 
is what happened. This industry ran amuck and the Federal Re- 
serve did not respond to this crisis until July 2008 when it finally, 
long after the horse had escaped the barn, the hay had rotted, the 
barn roof fell in, long after that, they finally issued rules on unfair 
and deceptive practices that would have prevented this kind of sys- 
tem. 

Second, for those who think well, “buyer beware, I got mine, good 
luck to those folks,” let me just say this: everybody has a dog in 
this hunt when it comes to these foreclosures. Every foreclosure re- 
duces the value of their neighbor’s property. Millions of foreclosures 
cause job loss, reduction in tax revenue, and dragging down of the 
American economy. Foreclosures reduce all homeowners’ equity, 
and for many, a significant portion of their retirement savings. 
Over $7 trillion of wealth has been lost by American households. 

So I am out of time, Mr. Chair, so I can start now, I can talk 
a little about the studies. I wanted to make a couple of rec- 
ommendations. It is obviously the committee’s call. 

[The prepared statement of Mr. Taylor follows:] 
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I. Introduction 

Good morning, Chairman Towns, Ranking Member Issa, and other distinguished 
members of the Committee. My name is John Taylor and I serve as President and CEO 
of the National Community Reinvestment Coalition (NCRC). I am honored to testify 
today before the House Committee on Oversight and Government Reform on behalf of 
NCRC on the topic of impact of the Administration’s foreclosure prevention program and 
suggestions for improvement. 

NCRC is an association of more than 600 community-based organizations that promotes 
access to basic banking services, including credit and savings, to create and sustain 
affordable housing, job development, and vibrant communities for America’s working 
families. 

Our country faces a foreclosure and economic crisis, dubbed the Great Recession, which 
is the worst crisis since the Great Depression. It is sadly ironic that this crisis could have 
been averted or, at the very least, mitigated if Congress and the federal regulatory 
agencies had increased the rigor of consumer protection and fair lending law and 
enforcement. A major factor causing this crisis was reckless and irresponsible lending 
that was not stopped by the regulatory agencies. For instance, the Office of the 
Comptroller of the Currency facilitated this lending by preempting state law in 2004 and 
the Federal Reserve Board finally enacted an anti-predatory regulation in the summer of 
2008, much too little and too late. 

RealtyTrac found that the nation experienced 2.8 million foreclosure filings in 2009, a 21 
percent increase from 2008. In its latest report, RealtyTrac finds that the nation suffered 
foreclosure filings on an additional 308,524 properties in February 2010, which was a 6 
percent increase from February 2009. In just February alone, one out of every 418 
homeowners received a foreclosure filing. * In addition, the Mortgage Bankers 


* U.S. Foreclosure Activity Decreases 2 Percent in February, see hupi.'/www.reaitvtrac.com . March 1 1 , 
2010 press release. 
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Association (MBA) reports that the national delinquency rate was 9.5 percent and the 
foreclosure rate was 4.6 percent in the fourth quarter of 2009. The combined delinquency 
and foreclosure rate of about 15 percent was the highest recorded by the MBA survey.^ 

Chairman Towns, NCRC has started a campaign called “Keys from the Crisis” that 
symbolizes the powerful and devastating impacts of this crisis on families. In this 
container next to me, NCRC has collected several hundred keys that are from families 
experiencing foreclosures. We are also collecting stories and pictures from displaced 
families. NCRC hopes that this imagery motivates policymakers and stakeholders to 
craft a large scale and effective foreclosure prevention program. 

Solving the foreclosure crisis is critical for the economic health of this country. Since the 
onset of this crisis, $7 trillion in household wealth has been lost.^ The loss of household 
wealth translates into reduced consumer spending, depressed business activity, lower 
gross national product, lower property tax receipts, and higher local and state budget 
deficits. Foreclosures do not only impact individual homeowners but entire 
neighborhoods through declining property values, increases in abandonment, decay, 
crime, and vandalism. In short, the continued failure to adequately address this crisis 
multiplies the profound social, cultural, and economic injury to our nation. 

Since the federal government exacerbated the foreclosure crisis through its inaction, the 
government has an obligation to play a major role in ending this crisis. My testimony 
today will describe in detail the origins of the crisis (problematic lending followed by 
severe unemployment) since understanding the causes of the crisis is critical to designing 
programs to end the crisis. The experiences of NCRC’s Housing Counseling Network 
will add important insights in the discussion about the accomplishments and 
shortcomings of the current Administration programs. NCRC also participates in the 
Coalition of U.S. Department of Housing Counseling Intermediaries which has sent 

^ Mortgage Bankers Association, Delinquencies, Foreclosure Starts Fall in Latest MBA National 
Delinquency Survey, February 19, 2010 press release available at 
http://www.mbaa.Org/NewsandMedia/PressCenter/7 1 89 1 .htm. 

^ The Economy: The Crisis and Response, a presentation of the San Francisco Federal Reserve Bank, see 
http://www.frbsforg/econanswers/crisis.htm?l 

National Community Reinvestment Coalition * httpt/Zwww. ncrc. ore * 202-628-8866 2 
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letters to Treasury Department officials discussing critical programmatic issues 
associated with the Administration foreclosure prevention programs.'* 

As part of this testimony NCRC is releasing two reports: NCRC HAMP Mortgage 
Modification Survey and Foreclosure Prevention Service Providers. NCRC’s HAMP 
Mortgage Modification Survey is the first report of its kind in that NCRC reports on 
modification outcomes by race, gender, and age of borrower based on a survey 
administered to 29 nonprofit counseling organizations whose counselors assisted 179 
homeowners respond to the questions. The survey reveals a number of troubling trends. 
For example, only 36.4 percent of white homeowners eligible for the federal Home 
Affordable Modification Program (HAMP) received a modification at the time of the 
survey but even fewer (24.3 percent) of African-American homeowners received a 
modification. Almost 50 percent of the distressed homeowners seeking modifications 
were 50 and older, suggesting that this crisis has the potential to threaten the retirement 
security of a large segment of the American population. In addition, non-HAMP eligible 
homeowners were more likely to receive a modification than HAMP eligible 
homeowners. 

NCRC’s Foreclosure Prevention Service Providers: What Consumers Should Know and 
Red Flags to Avoid serves as a sober warning about the perils waiting for desperate 
borrowers if reputable modification programs are not widely available.* In this report, 
NCRC conducts “mystery shopping” of about 1 00 foreclosure prevention providers. 
Guided by NCRC professional staff, the shoppers posed as delinquent borrowers facing 
steep increases in the monthly payment of their interest-only loans. The foreclosure 
prevention providers quoted an average fee of $2,61 1 for their services and only 20 
percent followed Federal Trade Commission (FTC) guidance that requires companies to 
inform consumers of alternatives such as nonprofit organizations that provide foreclosure 
prevention services for free. In about one fourth of the mystery shopping calls, the 

^ See for example, an October 9, 2009 letter to Treasury Secretary Geithner, HUD Secretary Donovan, and 
NEC Director Summers that highlights process issues in the HAMP program that are elaborated on in this 
testimony. Letter on file at NCRC. 

^ The full title is Foreclosure Prevention Service Providers: What Consumers Should Know and Red Flags 
to Avoid- A Compliance White Paper based on Client Interviews, Literature Review, and a Comprehensive 
Fair Lending Audit 
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shoppers were advised not to pay their mortgage and not to have any contact with their 
lender since the foreclosure prevention provider would communicate with the lender. 
These foreclosure prevention providers were engaged in the exact opposite of their 
companies’ descriptions in that their abusive practices would exacerbate the chances of 
foreclosure instead of reducing them. 

This testimony will outline several recommendations. These recommendations include: 

NCRC ’s HELP Now Proposal. NCRC’s HELP Now proposal features bulk purchases of 
distressed loans at a discount, refinancing these loans by FHA and the Government 
Sponsored Enterprises (GSEs) into sustainable mortgages, and then the sale of these 
mortgages back into the private sector. The government’s general eminent domain 
powers and the statutory language establishing the Troubled Asset Relief program 
(TARP) provides the authority for the approach of the HELP Now proposal. While the 
goal of the Administration’s Home Affordable Modification Program (HAMP) is 
laudable, the program has not produced the necessary volumes of modifications because 
it has relied on voluntary industry efforts motivated by federal subsidies. 

In 2008, the federal government guaranteed or owned (via the Government-Sponsored 
Enterprises, which were put in conservatorship that year) almost 70 percent of the 
mortgages issued that year. For 2009 and 2010, estimates are as high as 86 percent of the 
mortgages guaranteed or owned by the federal government. In this context, it is hard to 
understand why there is not more progress under HAMP and the Home Affordable 
Refinance Program (HARP) since the government could be more forceful in deciding the 
fate of the distressed loans it controls. It is time, therefore, to consider a mandatory 
approach which requires the private sector to be expeditious and to exceed the subsidies 
offered by the American taxpayer to restructure distressed loans into affordable 
mortgages. 

Need for Principal Reductions: Currently, the HAMP program regards principal 
reductions or forbearance as one of the last modification options. Substantial research 
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and programmatic experience, however, indicates that significant principal reduction is 
needed on a large scale, particularly in geographical regions of the country experiencing 
high levels of negative equity, foreclosures, and nonprime lending. The NCRC Help 
Now proposal would facilitate principal reduction by requiring financial institutions to 
sell distressed loans to the federal government at a significant discount. 

Establish Loan Program for the Unemployed: H.R. 4173, passed by the House, 
establishes a $3 billion loan program, modeled after a successful and longstanding 
Pennsylvania program that provides low-interest loans for unemployed homeowners so 
that they can continue making loan payments and avoid foreclosure. Last month, the 
Administration announced a $1 .5 billion initiative to be targeted to five states 
experiencing steep prices declines to establish loan modifications for unemployed 
homeowners and other distressed homeowners. This proposed funding is a start and will 
need to be supplemented by additional public and private funding in order to reach 
adequate scale in the five states and in other states as well. 

Process Improvements in HAMP: The Administration must increase fairness and equity 
in the HAMP program by immediately stopping foreclosure proceedings while borrowers 
are in the loan modification stage. We are encouraged about media reports indicating 
that the Treasury Department intends to halt foreclosure proceedings while borrowers are 
in a trial modification.^ It is unclear, however, how many other protections are being 
contemplated by the Treasury Department. For example, will this new policy apply to 
borrowers being evaluated for trial modifications? In addition, we are pleased that 
Treasury plans to require consideration of applications from borrowers in bankruptcy. 
Finally, the Treasury Department must increase the transparency of the Net Present Value 
(NPV) model that considers eligibility for modifications so that counselors and borrowers 
can more effectively appeal denials of loan modification requests. 


* “Obama Mulls Changes to Mortgage Program; More consumer protections may be added to fix long- 
standing complaints,” Associated Press report 3:30 PM, February 22, 2010, accessed via 
littD://www.msnbc.msn.coni/id/3S52S942/n.s/business-real estate/ . 
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Fair Lending Investigation in the HAMP Program and Participating Servicers: NCRC’s 
survey findings of racial disparities in receiving modifications cal! for a thorough fair 
lending investigation of the HAMP program and participating servicers. The 
investigation should assess if the HAMP program guidelines and NPV test contain any 
elements that have a disparate impact on protected classes that is not justified by business 
necessity. In addition, do the servicers engage in any practices that result in disparities 
or, worse, are discriminatory in intent and effect? 


Second Liens and Short Sales: Banks own a significant amount of second liens. The 
regulatory agencies must recognize the reluctance to modify second liens as both a 
consumer protection/fair lending and a safety and soundness issue. If a high percentage 
of second liens default, the safety and soundness of the banks are undermined. 

Related to the stubbornness of holders of second liens to modify their loans is the short 
sale program recently announced by the Treasury Department. The short sale program 
must not become a convenient excuse for not modifying difficult loans, including those 
with second liens. The short sale program must truly become a last resort for borrowers 
who cannot afford loans even after modification. Congress and the Treasury Department 
must monitor the use of short sales carefully to ensure that lenders and servicers do not 
abuse the short sale program. Also, policymakers must outlaw or limit the use of broker 
price opinions (BPOs) in conjunction in HAMP’s short sale programs. BPOs have been 
found to destabilize property values by underestimating values in order to facilitate sales. 

Larger Role for Nonprofit Organizations: Consider a larger role for nonprofits as 
borrower advocates, including taking over caseloads for servicers who display continued 
and gross incompetence in executing loan modifications. Another option is for the 
Treasury Department, the Government Sponsored Enterprises, or servicers to consider 
contracting out to nonprofit organizations for the roles of underwriting and arranging for 
modifications or refinances in the HAMP and HARP programs. While further 
considering nonprofit roles in foreclosure prevention programs, we also urge the 
Department of Housing and Urban Development (HUD) to exempt nonprofit counseling 

National Community Reinvestment Coalition * httD://www. ncrc. ore * 202-628-8866 6 
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agencies from the requirements of the Secure and Fair Enforcement for Mortgage 
Licensing Act of 2008 (SAFE Act), Further registration and fee requirements would 
overburden nonprofit counseling organizations which already must comply with rigorous 
HUD certification standards.’ 

Enhance Publicly Available Data on HAMP and HARP: Accountability depends on 
transparency. The cursory reports on HAMP and HARP must be replaced with detailed 
data disclosure that provides information on applications and denials for modifications by 
race, income, and gender of borrower so that the public and private sectors can be 
effectively held accountable for equitably serving all segments of the population. About 
a year after HAMP and HARP program implementation, NCRC is releasing a survey 
today that examines modification experience by demographic characteristics. The 
government, with vastly greater resources than NCRC, should have conducted such a 
study much earlier to make sure all communities have equitable access to foreclosure 
prevention. 

Require Loss Mitigation and Bankruptcy Reform: Private sector institutions would be 
more serious about modifying loans if Congress passed laws requiring reasonable and 
documented loss mitigation efforts before foreclosure and reformed the bankruptcy laws 
to allow judges to modify loans for primary residences. 

Stop Foreclosure Prevention Scams: NCRC’s foreclosure prevention service provider 
report underscores the need for an effective legislative solution and increased public and 
private sector oversight combined with effective education and outreach to ensure 
consumers work with responsible providers. Modification companies are often operating 
in a regulatory vacuum, without any accountability, and today, may be one of the factors 
blocking consumer access to the Home Affordable Mortgage Program and the Home 
Affordable Refinance Program. 


’ See February 9 letter from the Coalition of Housing Counseling Intermediaries to HUD regarding Docket 
No. FR-5271-P-01. on file at NCRC. 
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Prevent Future Crises: In order to avert fiiture crises. Congress must pass a robust 
financial regulatory reform bill that modernizes the Community Reinvestment Act (CRA) 
and expands CRA’s coverage to non-bank financial institutions, enacts a comprehensive 
anti-predatory law, and establishes a strong and independent Consumer Financial 
Protection Agency (CFPA) with jurisdiction over all consumer protection and fair 
lending laws, including CRA, 

II. Problematic Lending Practices Drive the Foreclosure Crisis 

The “originate-to-distribute” model of lending drove the foreclosure crisis. Over the last 
several years, financial institutions engaged in riskier lending as they realized that they 
could avoid the financial consequences of such lending by selling loans to investors. 
Policy makers including Federal Reserve Chairman Ben Bemanke acknowledge that the 
originate-to-distribute model lead to a loosening of underwriting standards.* As a result, 
borrowers became deeply leveraged in debt. Understanding the characteristics of the 
problematic loans is the key to designing foreclosure prevention programs. Loans that 
highly leverage borrowers require deep subsidies or reductions in monthly payments in 
order for borrowers to resume timely loan payments. Foreclosure prevention programs 
that feature relatively shallow subsidies from either the public or private sector will not 
succeed in ameliorating the foreclosure crisis. 

Substantial research documents the deterioration in underwriting standards and the 
increase in reckless lending. The Government Accountability Office (GAO) reports that 
the Federal Housing Administration (FHA) observes a guideline that loans and other debt 
should not exceed 41 percent of a borrower’s monthly income. The GAO then found that 


* Federal Reserve Chairman Ben S, Bemanke, Speech, Fostering Sustainable Homeownership at the 
National Community Reinvestment Coalition Annual Meeting, Washington, D.C, March 14, 2008, see 
http://www.federalreserve.gov/newsevents/sDeech/bemanke20080314a.htm . The Chairman observes, “In 
this instance, this originate-to-distribute model appears to have contributed to the breakdown in 
underwriting standards, as lenders often found themselves able to pass on the credit risk without much 
resistance from the ultimate investors. For a number of years, rapid increases in house prices effectively 
insulated lenders and investors from the effects of weaker underwriting, providing false comfort.” 
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47 percent of subprime loans exceeded this 41 percent debt-to-income ratio in 2000, but 
by 2007 this worsened to 59 percent of subprime loans exceeding the benchmark.’ 

Likewise, the Federal Reserve found that the percentage of subprime loans which did not 
involve sufficient documentation of borrowers’ incomes increased from 20 percent in 
2000 to 40 percent in 2006. Similarly, the share of so-called ALT-A loans (that feature 
reduced documentation of borrower income) which involved high loan-to-value ratios 
(LTV) of 90 percent or more surged from 2 percent in 1998 to 32 percent in 2006 
according to the St. Louis Federal Reserve Bank. ' ' High loan-to-value ratio loans 
contributed to leveraged borrowers being “underwater” or owing more than their house is 
worth in the wake of significant price declines. 

As the following two graphs illustrate, the first wave of problematic loans consisted 
mostly of subprime loans while the second wave of problematic loans was comprised 
predominantly of so-called option Adjustable Rate Mortgage (ARM) or “non-traditional” 
loans. An option ARM loan features payment options that range from paying the 
principal and interest rate each month to not even paying the entire monthly interest rate. 
When a borrower chooses the pay the least amount required, the loan negatively 
amortizes, meaning that the outstanding amount actually increases. This plus the increase 
in interest rates caused by the ARM feature results in payment shock, or substantial 
increases in monthly payments that were not usually explained adequately to borrowers. 
More than 270,000 option ARM loans will have interest rate adjustments or resets this 
year, and more than 460,000 will have resets in 201 1 as shown below. Fitch Ratings 
finds that the average increase in the monthly payment due to an interest rate reset is an 
incredible $ 1 ,053 or more than 60 percent increase in the monthly payment. 


^ Government Accountability Office, Characteristics and Performance of Nonprime Mortgages, report for 
Joint Economic Committee, July 2009, p. 10, see, http://www.gao.gov/new.items/d09848r.pdf 
Federal Reserve System, Truth in Lending: Final Rule, Federal Register, July 30, 2008, Vol. 73, No. 147 
" Rajdeep Sengupta, The Forgotten Segment of the Mortgage Market, FederalReserveBdinkofSt. 

Louis Review, January/February 2010, p. 64, see 
http://research.stlouisfed.org/publications/review/10/01/Sengupta.pdf 
“The Growing Foreclosure Crisis,” The Washington Post, January 17, 2009. 
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Because subprime and non-traditional loans exhibited imprudent underwriting, their 
delinquency rates are considerably higher than prime loans. According to the OCC and 
OTS Mortgage Metrics report for the Third Quarter of 2009, the serious delinquency rate 
for prime, Alt-A, and subprime loans were 3.6 percent, 1 2 percent, and 20. 1 percent, 
respectively. Other estimates of serious delinquency are even higher. For example, 
the GAO reports a serious delinquency rate for subprime loans at 3 1 percent and payment 
option ARM loans at 33 percent. The GAO further reports that among all active non- 
prime loans, 13 percent are in the foreclosure process.'^ 


Another disturbing aspect of the reckless lending is that this lending was targeted to 
financially vulnerable communities. NCRC’s Broken Credit System and other research 
shows that minority neighborhoods received larger percentages of subprime loans than 
predominantly white neighborhoods, even after controlling for creditworthiness and other 
housing stock characteristics.'^ Because minorities are more likely to receive high-cost 
and non-traditional loans than whites, minorities are more likely to experience 
foreclosure according to researchers at the Federal Reserve Banks of San Francisco and 
Boston. Laderman and Reid found that Afncan-American borrowers were 1 .8 times 
more likely than whites to be in foreclosure, whereas Latinos and Asians were 1 .4 and 1 .3 
times more likely to be in foreclosure, respectively than whites after controlling for 
several loan and borrower characteristics.'^ Likewise Geraldi and Willen document that 
in Massachusetts, underwriting standards for .subprime loans were deteriorating over 
time, but more so for minorities than whites. The median debt-to-income ratios and loan- 


OCC and OTS Mortgage Metrics Report, Third Quarter 2009, December 2009, p. 17 available at 
http://www.occ.gOv/ftp/release/2009- 1 63a.pdf 

Govemment Accountability Office, Loan Performance and Negative Home Equity in Nonprime 
Mortgage Market, report for the Joint Economic Committee, Dec 09, p. 9 available at 
http://www.gao.gov/new.items/dl0146r.pdf 

Govemment Accountability Office, Loan Performance and Negative Home Equity, p. 8, 

Broken Credit System available via NCRC on 202-628-8866. Paul S. Calem, Kevin Gillen, and Susan 
Wachter, The Neighborhood Distribution ofSuhprime Mortgage Lending, October 30, 2002. Available via 
p calcmi'aTrh.Eov . also Paul S. Calem, Jonathan E. Hershaff, and Susan M. Wachter, Neighborhood 
Patterns of Subprime Lending: Evidence from Disparate Cities, in Fannie Mae Foundation's Housing 
Policy Debate, Volume 15, Issue 3, 2004 pp. 603-622 
Elizabeth Laderman and Carolina Reid, Federal Reserve Bank of San Francisco, “CRA Lending during 
the Subprime Meltdown in Revisiting the CRA: Perspectives on the Future of the Community 
Reinve-Stment Act,” a Joint Publication of the Federal Reserve Banks of Boston and San Francisco, 
February 2009, 

http://www.lfbsforg/publications/community/cra/cra_lending_during_subprime_meltdown.pdf 
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to-value ratios worsened to a greater extent for African-American and Hispanic 
borrowers than whites from 1998 through 2006. It follows then that 15 percent of 
subprime loans originated in 2005 ended in foreclosure by December 2007 for African- 
Americans, 10 percent for Hispanics, and only 6.5 percent for whites.'* 


To make matters worse, NCRC’s HAMP survey reveals that minorities, which were 
disproportionately subjected to problematic lending, are now experiencing less access to 
modifications. The survey indicates that 36.4 percent of HAMP-eligible whites received 
modifications, but only 24.3 percent of African-Americans received modifications. 
Whites were almost 50 percent more likely to receive a modification. Given that 
minority communities were targeted by abusive lenders, it would seem that federally- 
supported modification programs should go to extra lengths to ensure equitable access to 
modifications for all applicants that qualify. 




le housing 


Kristopher S. Geraldi and Paul Willen, Subprime Mortgages, Foreclosures, and Urban Neighborhoods, 
Public Policy Discussion Papers, Federal Reserve of Boston, No. 08-06, December 22, 2008. 
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in. Unemployment and the Foreclosure Crisis 

The foreclosure crisis has contributed to the highest unemployment rates in the last 
quarter center. The slump in the lending, housing, and construction industries directly 
contributed to layofFs. In a vicious cycle, the record rates of unemployment are now 
feeding continued foreclosures. The Bureau of Labor Statistics reports that for January of 
2010, 9.7 percent of American workers are unemployed with 16.5 percent of African- 
Americans and 12.6 percent of Hispanics unemployed. The long term unemployed (or 
those unemployed for 27 weeks or at least 6 months) reached 6.3 million or about 43 
percent of all unemployed persons.^'* Moreover, when adding the numbers of involuntary 
part time workers and discouraged workers to the number of unemployed persons, the 
portion of unemployed and under-employed Americans is about 1 6 percent of the 
workforce.^' 


The current unemployment rate is the highest since 1982 according to historical records of the Bureau of 
Labor Statistics. 

Bureau of Labor Statistics (BLS), Economic News Release, Employment Situation Summary, February 
5, 2010, see http://www.bls,gov/news.release/empsitnr0.htm 
Authors calculations from BLS data. 


National Community Reinvestment Coalition * http://www. ncrc. ors *202-628-8866 


13 







124 


Consistent with other research, NCRC’s HAMP survey finds that unemployment has 
taken over problematic tending as the leading contributing factor for foreclosure. About 
three quarters of survey respondents cited unemployment or reduction in work hours as 
the reason for struggling with mortgage payments while 33.5 percent reported 
problematic loans as the reason for struggling with payments (see accompanying NCRC 
HAMP report for more information). 

The combined impacts of problematic lending and unemployment suggests that a 
foreclosure prevention program will need to operate on a large scale and offer relatively 
deep subsidies and reductions in loan amounts in order to provide sustainable loans for 
distressed homeowners. 

IV. Public Sector and Private Sector Modification Efforts Not Keeping Pace 

The magnitude of the foreclosure and unemployment crisis calls for aggressive loan 
modification programs. Despite the best of intentions, the current private and public 
sector programs do not achieve the scale needed to ameliorate the current crisis. 

The approach of the Bush Administration was to encourage the private sector to embark 
upon a loan modification program. At the urging of the Administration, financial 
institutions created the HOPE Now Alliance, whose purpose was to coordinate the 
foreclosure prevention efforts of counseling organizations, servicers, and other financial 
institutions. The HOPE Now Alliance recorded 3.1 million loan workouts during 2007 
and 2008, but two thirds of these workouts deferred or re-scheduled borrower payments 
without lowering monthly payments. Meanwhile, the foreclosure crisis worsened. 


Patricia McCoy, Of Loan Modifications and Write-Downs, a paper presented at Moving Forward: 

The Future of Consumer Credit and Mortgage Finance - A National Symposium held by the Joint Center 
for Housing Studies, Harvard University, February 18, 2010 , p. 5, see 
http://www.jchs.harvard.edu/moving_forward_syniposium/conference_drafts/2-3_mccoy.pdf 
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The Obama Administration created two programs, the Home Affordable Modification 
Program (HAMP) and the Home Affordable Refinance Program (HARP) that aimed to 
increase the number of loan modifications and refinances by offering public subsidies to 
financial institutions and borrowers. Using $75 billion of funding from the Troubled 
Asset Relief Program (TARP), HAMP’s goal is to reach 3 million to 4 million borrowers. 
HAMP offers servicers $1,000 for each eligible modification and up to $1,000 each year 
for up to three years during which a borrower has remained current on loan payments. 
Borrowers receive $ 1 ,000 each year for up to five years as long as they remain current on 
loan payments. HAMP offers additional subsidies to financial institutions for assisting 
borrowers current on their payments but at the risk of default, for modifying second liens, 
and for protecting against house price declines. Through interest rate reductions, loan 
term extensions, and as a last resort principal forbearance or deferment, a borrower’s 
mortgage payment is to be reduced to no more than 3 1 percent of his or her monthly 
income.^^ HAMP offers borrowers a trial modification for three months after which the 
borrower is eligible for a permanent modification if the borrower is current on the 
payments during the trial period. 

HARP focuses on mortgages held by the Government- Sponsored Enterprises (GSEs) 
Fannie Mae and Freddie Mac. Under HARP, mortgages held by the GSEs can be 
refinanced into the current low rates as long as borrowers are current on their loans and 
do not have loan-to-value ratios (LTVs) exceeding 1 25 percent. Before HARP, the 
GSEs generally could not finance mortgages with LTVs exceeding 80 percent. Unlike 
HAMP recipients that are usually delinquent on their mortgages, HARP recipients are 
current on their mortgages. HARP is intended to make loans more affordable for 
borrowers and also assist “underwater” borrowers at risk of foreclosure whose 
outstanding loan amounts exceed the value of their homes. HARP was intended to reach 
4 to 5 million borrowers.^"* 


The “waterfall” process in the HAMP program takes the servicer or lender through a series of steps for 
making the loan more affordable. Principal reduction is one of the last steps listed. 

Treasury Department information on HAMP and HARP, see Home Affordable Modification Program: 
Overview, Homeowner Affordability and Stability Plan Fact Sheet, Making Home Affordable.gov - 
Borrower: Frequently Asked Questions 
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While a considerable improvement over the previous administration’s programs, the 
Obama Administration’s programs are not keeping pace with foreclosures. Almost one 
year after its inception, the HAMP program has offered about 1 .3 million trial 
modifications but has converted only 1 70,000 of these trial modifications into permanent 
modifications.^* In addition, the HARP program has assisted 1 90,000 borrowers 
refinance into lower cost loans.^^ Only 1 percent or about 1,900 of the HARP refinances 
have involved loans with LTV ratios between 105 percent and 125 percent.^’ It is 
disappointing that the HARP program has not refinanced more high LTV loans because 
these loans are at elevated risk of default since the borrowers owe more than the houses 
are worth. In total, the federal government programs alone are not sufficient to reduce 
the volume of foreclosures that are running at 2 to 3 million per year. 


Even combining federal and private sector efforts, however, still does not overcome the 
number of foreclosures. According to the OCC and OTS, for every six homeowners in 
foreclosure at the end of the third quarter of 2009, only 1 is in a loan modification or trial 
plan.^* Possibly because of the slow pace of converting HAMP trial modifications to 
permanent modifications, the ratio of loan modifications in process to loan modifications 
completed fell from 46 percent in July 2008 to 8 percent by October 2009 according to 
the State Foreclosure Prevention Working Group.^’ On the positive side, the OCC and 
OTS find that servicers have implemented almost twice as many home retention actions 
(loan modifications, short sales, and other alternatives to foreclosures) as new 
foreclosures in the third quarter of 2009, which is an improvement over previous 
quarters.*” While an improvement, it is still not fast enough. 


Making Home Affordable Program, Servicer Performance Report though February 2010, Treasury 
Department release of March 12, 2010, p.4, see 

httD://www.makinghomeafFordable.gov/docs/Feb%20ReDort%2003 1 2 1 0.ndf 

Dina ElBoghdady and Renae Merle, Refinancing unavailable for many borrowers, Washington Post 
Staff, Sunday, February 14, 2010; AOl. 

Federal Housing Finance Agency News Release of January 29, 2010, Refinance Volumes and HAMP 
Modifications Increase in December, see 

http://www.fhfa.gov/webfiles/15389/Foreclosure_Prev_release_l_29_10.pdf 
“ OCC and OTS Mortgage Metrics Report, December 2009 report on the Third Quarter 2009, p. 6. 

” State Foreclosure Prevention Working Group, Analysis of Mortgage Servicing Performance, Data Report 
No. 4, January 2010, p. 16, see 

http://www.csbs.org/Content/NavigationMenu/Home/SFPWGReport4Jan202010FINAL.pdf 
® OCC and OTS Mortgage Metrics Report, December 2009 report on Third Quarter 2009, p. 8. 
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V. Quality of Loan Modifications 

Speed is a necessary but not sufficient element for successful modifications. The 
modifications must also offer enough of a reduction in monthly payments in order to 
result in loans that are sustainable and affordable for borrowers. Although the high 
volumes of reckless lending has created the need for significant reductions in payments, 
approximately 70 percent of the modifications have actually increased monthly payments 
according to the State Foreclosure Prevention Working Group.’’ Modifications that 
increase monthly payments usually involve tacking on missed payments and late fees 
onto outstanding principal. In contrast, only 9 percent of loan modifications reduce loan 
principal by more than 10 percent. Since the great majority of loan modifications 
increase monthly loan costs, it is not surprising that the re-default rate on modifications is 
high. The OCC and OTS find that about half of all loan modifications re-default after six 
months.’^ 

Fortunately, the most recent modifications usually involve reductions in monthly 
payments, but the evidence is mixed regarding how deep the reductions are. The OCC 
and OTS report that 80 percent of all loan modifications in the third quarter of 2009 
reduced monthly payments. Modifications with principal reductions were 13 percent of 
all modifications in the third quarter, up from 3 percent in the first quarter of 2009.” The 
NCRC HAMP survey is consistent with low percentages of principal reductions. In fact, 
only one of the 1 79 respondents in the NCRC survey received a principal reduction; two 
respondents received a principal forbearance. 

According to the recent Treasury Department report, 27 percent of HAMP permanent 
modifications involved principal forbearance.’'* However, it is unclear how much of a 
reduction in principal is occurring in the HAMP modifications. The median debt-to- 


State Foreclosure Prevention Working Group, January 2010, p, 2. 

OCC and OTS Mortgage Metrics Report, December 2009, p. 5. 

** OCC and OTS Mortgage Metrics Report, December 2009, p. 5. 

” Making Home Affordable Program, Servicer Performance Report though February 2010, Treasury 
Department release, p.6. 
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income ratio of a permanent modification is still a high 59 percent.’* In other words, 
after a HAMP permanent modification, payments on all debt still consumes almost 60 
percent of a borrower’s income. 

Re-default rates are much lower for modifications that involve significant reductions in 
monthly loan payments. The OCC and OTS find that 38.6 percent of modifications that 
reduced payments by 20 percent or more re-defaulted while 66 percent of modifications 
that did not reduce pa 5 ments re-defaulted after one year.’* Though mixed, the evidence 
suggests that the trends are in the right direction in terms of the extent of reductions in 
monthly payments. The question remains whether these trends will continue and whether 
the speed of modifications will increase sufficiently. 

VI. The Need for Principal Reduction 

As discussed above, significant reductions in monthly payments are needed for successful 
and sustainable modifications. Oftentimes, the most effective means to offer significant 
reductions in monthly loan payments is to offer reductions in loan principal or the 
outstanding loan amount. About 25 to 30 percent of homeowners in this country have 
negative equity, meaning that they owe more on their outstanding loan balance than their 
homes are worth. A number of these borrowers will lose their incentive to continue 
making loan payments because equity losses are substantial. Even after several years of 
making payments, these borrowers may not have accumulated any equity, particularly in 
parts of the country experiencing sharp home price declines. Much has been written 
about strategic defaults, or borrowers simply walking away fi'om what looks like a 
hopeless proposition of reclaiming their wealth. In addition, other “underwater” 
borrowers end up defaulting because they are struggling with monthly payments and find 
themselves unable to qualify for refinance loans due to negative equity. 


Treasury Department, p.6. 

“ OCC and OTS Mortgage Metrics Report, December 2009, p.7. 
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In paper last summer, the Center for Community Capital found that loans involving 
principal reduction are least likely to re-default, using a sample of nonprime loans and 
controlling for loan characteristics, borrower characteristics, local economic conditions, 
and servicer practices. Because a loan modification with a principal reduction reduces 
LTV, the modification has lower re-default probabilities even when it results in same 
monthly mortgage payment as an interest rate reduction. The paper revealed that a 
combination of principal and rate reduction lowers re-default probability by 1 9 percent 
while rate reduction only lowers re-default probability by 13 percent. In addition, deeper 
reductions in monthly payments were more effective; reducing a borrower’s payment by 
5 to 10 percent lowers the probability of re-default by 10.3 percent, but reducing payment 
by 30 to 40 percent lowers the probability of re-default by 1 8 percent. Finally, borrowers 
with negative equity are more likely to default than borrowers with equity.^’ The paper 
maintains that “principal forgiveness modification has the lowest re-default rate very 
likely because it addressed both the short-term issue of mortgage payment affordability 
and the longer-term problem of negative equity.”^* 

In a follow-up paper, the Center for Community Capital offers valuable and practical 
suggestions for geographical targeting of various types of modifications. The Center 
suggests that when the desired payment reduction needs to be large. Net Present Value 
(NPV) tests indicate that a combination of rate and principal reduction is most effective. 
Principal reduction is the best option according to the NPV tests when payment 
reductions of 20 to 30 percent are needed. In addition, principal reductions are most 
effective in states with high levels of subprime lending, steepest price declines, highest 
foreclosure rates, and weak job markets. In particular, principal reductions are especially 
needed in California, Nevada, Arizona, and Florida. In contrast, in other geographical 


Roberto G. Quercia and Lei Ding, Loan Modifications and Redefault Risk: An Examination of Short-term 
Impacts, Working Paper, July 21, 2009, Center for Community Capital, pp. 13-14, see 
http://www.ccc.unc.edu/documents/LoanMod_Redefault_7.20%202009.pdf 
Ibid., p. 16. 
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areas where borrowers have some equity, rate reductions and loan term extensions are 
feasible. 

A Government Accountability Report (GAO) issued this past December sheds additional 
light on geographical areas most in need of principal reductions. In 1 6 large metropolitan 
areas, an incredible 59 percent of nonprime borrowers had negative equity. This included 
94 percent of nonprime borrowers in Las Vegas, 89 percent in Phoenix, 86 percent in 
Miami, and 80 percent in Minneapolis. The total amount of negative equity for nonprime 
borrowers (the difference between outstanding loan balances and property values) was 
S54 billion overall and $36,000 for the median borrower. The negative equity estimate 
looms even larger in terms of wealth loss for nonprime borrowers and their 
neighborhoods if many of these borrowers subsequently default absent foreclosure 
prevention assistance. In addition, negative equity loses for all borrowers are much 
larger. The 25 percent drop home prices from the 2006 peak has left homeowners 
underwater by $745 billion, according to First American CoreLogic.'*' 

VII. Barriers to Modiflcation 

Losses to lenders on nonprime foreclosures are as high as 50 percent, yet the pace of 
modifications remains fhistratingly slow.^^ It would seem that it would be preferable for 
a financial institution to modify a loan and take a loss of 20 to 30 percent or even 40 
percent rather than undergo the considerable costs associated with a foreclosure. 
However, several structural, institutional, and financial barriers to modifications include 
compensation mechanisms, credit rating agencies, and second liens, which are now 
reviewed in turn. 


Roberto G. Quercia and Lei Ding, Tailoring Loan Modifications: When is Principal Reduction 
Desirable, Working Paper - August 23, 2009, Center for Community Capital, pp. 16-20, see 
http://www.ccc.unc.edU/documents/Tailor.Loan.Mods.8.23.09.pdf 
Government Accountability Office, Loan Peiformance and Negative Home Equity, p. 14 & 17. 

John Gittelsohn and Prashant Gopal, Principal Cuts on More Lender Menus as U.S. Foreclosures Rise, 
Bloomberg, January 7, 2010. 

Chairman Ben. S. Bemanke, Housing, Mortgage Markets, and Foreclosures, Speech, December 4, 2008 
at the Federal Reserve System Conference on Housing and Mortgage Markets, Washington DC, .see 
http://www.federalreserve.gOv/newsevents/speech/bemanke20081204a.htm 
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Compensation Mechanisms: In a recent article for a Harvard symposium, Law Professor 
Patricia McCoy postulates that compensation mechanisms for servicers provide a 
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disincentive for principal write-downs and substantial reductions in monthly borrower 
payment. Servicers typically collect a fee of 25 to 50 basis points of the outstanding loan 
amount.'*^ Thus, servicers have a disincentive to reduce the principal amount because 
that type of modification directly reduces their fee. Instead, servicers may prefer interest 
rate reductions or adding arrears and fees to the outstanding loan amount because these 
t 3 T)es of modifications do not directly affect the principal and thereby cut into their fees. 
Interestingly and coinciding with McCoy’s theory, the OCC and OTS find that the great 
majority of principal reductions occur in loans held in lender portfolios rather than loans 
serviced for investors.^*' 

The costs associated with foreclosure prevention and modification are not recouped by 
the servicer since the servicing fee remains flat and is not adjusted to compensate for 
foreclosure prevention costs. The flat fee therefore makes foreclosure less costly than 
modification for the servicer. HAMP addresses this to some extent by providing 
subsidies for modification. Yet, it is also possible that the servicers may have an 
incentive to provide temporary rather than permanent modifications since temporary 
modifications involve less underwriting and fewer costs. 

Credit Rating Agencies: Credit rating agencies make their ratings of servicers conditional 
on servicers not delaying foreclosures on distressed loans. Coupled with compensation 
mechanisms that discourage modifications, credit rating agency assessment of servicer 
performance is a strong incentive for servicers to pursue foreclosure. In fact, a common 
complaint by counseling agencies is that foreclosure proceedings do not stop while they 
are trying to help a borrower modify a loan. 

The credit rating agencies also exacerbated the foreclosure crisis in communities of 
colors by awarding inflated ratings to reckless nonprime lending. NCRC has filed 

Patricia McCoy, Of Loan Modifications and Write-Downs, a paper presented at Moving Forward: 

The Future of Consumer Credit and Mortgage Finance - A National Symposium held by the Joint Center 
for Housing Studies, Harvard University, February 18 , 2010 , p. 11, see 
http://www.jchs.harvard.edu/moving_forward_symposium/conference_drafts/2-3_mccoy.pdf. 

OCC and OTS Mortgage Metrics Reports for Third Quarter 2009, released December 2009, p. 25. 
McCoy, p. 13. 

McCoy, p. 13. 
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discrimination complaints with the Department of Housing and Urban Development 
alleging that the credit rating agencies (Standard & Poor’s, Fitch, and Moody’s) violated 
the Fair Housing Act by fueling imprudent mortgage lending/’ 

Second Liens: The interests of financial institutions holding the first and second 
mortgages of distressed borrowers often diverge and thus prevent modifications. In some 
cases, the second lien holder will not allow the first lien holder to modify the loan 
because the second lien holder believes that its claim for borrower payments may be 
wiped out by the modification. In other cases, McCoy states that under existing law if a 
first mortgage undergoes significant modification, the holder of the first mortgage loses 
its status as a first mortgage holder and the second mortgage holder is now in the first 
position for receiving loan payments.''* No satisfactory mechanism has yet been 
established to deal effectively with the issue of second liens. The HAMP program has a 
second lien component offering subsidies for second lien holders to participate in 
modifications. Bank of America and Wells Fargo are to be commended as the only banks 
that have signed up to participate in the HAMP second lien program. It is quite 
disappointing that no other bank has done so.'*’ Moreover, there is a paucity of data that 
would reveal how many second liens have been modified by the HAMP program. The 
resistance to modifications posed by second liens is a tremendous barrier since about one 
third of subprime 2/28 hybrid ARMs issued in 2005 and 2006 also had second lien 
loans. 

NCRC’s HAMP survey confirms the obstacles posed by second liens. Thirty five 
percent of survey respondents with one mortgage received a modification, but only 16.3 
percent of respondents with two mortgages received a modification. 


”See January 2009 NCRC press release via 

http://www.ncrc, org/index.php?option=comcontent&task=view&id=409&Itemid=75 
“McCoy, p.l5. 

Renae Merle, Administration Pushed to Expand Foreclosure Program: Jobless Homeowners Need More 
Help, Housing Advocates Say, Washington Post, February 18, p. A13. 

* McCoy, p. 15. 
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Foreclosure Scams: Recalcitrant lenders and servicers are not the only obstacles to 
modifications. Abusive foreclosure service providers that are bent on stealing 
consumers’ money and homes are a significant barrier to responsible modifications. For 
example, one of the respondents in NCRC’s HAMP survey paid a foreclosure scam artist 
$4,000 to seek a modification. 

VIII. Experience of NCRC Housing Counselors 

NCRC’s Housing Counseling Network is a HUD Certified National Housing Counseling 
Intermediary and a participant in the NeighborWorks National Foreclosure Mitigation 
Program. NCRC and our member organizations assist borrowers in negotiating with 
servicers and other financial institutions, and this year will train over 1,000 housing 
counselors to identify and overcome fair lending and fraud issues while working on 
behalf of consumers. Each year, NCRC and our members work with more than 10,000 
consumers. In a previous report, NCRC estimated that the 5,000 modifications and 
refinances spearheaded by the Housing Counseling Network saved borrowers about $500 
million in equity. 

Institutional Capacity Constraints'. NCRC’s housing counselors report that the HAMP 
program has been “unpleasant and frustrating.” NCRC’s HAMP survey revealed that 43 
percent of respondents described their experience with servicers as “bad” or “very bad,” a 
quarter said their experience was “fair” while the minority (3 1 percent) described the 
experience as “good.” Some observers suggest that servicers have been established as 
collection agents, collecting and processing borrower payments. The servicers are 
therefore not equipped to deal with a foreclosure crisis. NCRC’s counselors’ experience 
comports with this observation. 

NCRC’s counselors report that the initial phone call is with a servicer’s customer service 
representative. This call is often cordial, and initial intake items such as documentation 
are discussed. However, in a number of cases, the customer service representative 
subsequently has erroneous information regarding the loan. To compound the frustration, 
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in the great majority of cases, the counselors cannot speak to the next layer of personnel 
in the servicing company. 

The next layer of personnel in servicing companies is known as negotiators. The 
negotiator has underwriting discretion, but NCRC’s counselors do not have access to the 
negotiator. The customer service representative is the go-between between NCRC 
counselors and the negotiator. The customer representatives, however, are usually not 
equipped with the knowledge to effectively communicate about the complexities of loan 
modifications. As a result of this cumbersome process, communication is difficult. 

Meanwhile, the negotiator is actually negotiating with the homeowner over terms of the 
modification and will send modification offers to the homeowner. Without direct 
communication with the negotiator, the NCRC counselors believe they cannot safeguard 
the interests of the homeowner. For example, the negotiator will often send modification 
offers that look like HAMP modifications and even have similar language or logos, but in 
fact, the modifications are the bank’s own internal modification offers, which are usually 
not as beneficial for the borrower. NCRC counselors question the ethics of this practice. 

In addition, losing documents is commonplace. NCRC’s counselors often have to re- 
submit documents four or five times. In NCRC’s HAMP survey, 70.6 percent of 
respondents had to re-submit documents and those that had to re-submit documents did 
so an average of three times. NCRC’s counselors assert that there should be a standard 
technological tool such as e-faxes for submitting documents that ensure that documents 
are stored and not lost. 

According to the NCRC counselors, the current process is not well equipped to produce 
an “end result.” Moreover institutional reforms such as the HAMP escalation process 
and the special counselor hotline have not been effective. 

In perhaps an acknowledgment of limited capacity, a recent trend involves financial 
institutions selling distressed loans to other institutions as the modification process has 
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started. NCRC’s counselors surmise that the selling institution does not want to deal with 
the complexities of the modification. In some cases, the loan sales are to financial 
institutions which are seeking a niche as modification specialists. These quick sales, 
however, complicate the counselors’ efforts since they must essentially start over with a 
new institution. 

Quality of Modifications: The extent of underwriting before the borrower receives a trial 
modification affects the ability of the borrower to achieve a durable solution by 
transitioning into a permanent modification. According to NCRC’s counselors, some 
large financial institutions qualify borrowers for trial modifications based on the 
borrowers’ verbal representations of income and other underwriting variables while other 
institutions qualify borrowers for trial modifications based on documents. The quicker 
qualification process gets a borrower into a trial modification faster but tends to delay the 
transition to the permanent modification. In these cases, documents need to be retrieved 
at the end of the trial modification time period. Then, additional underwriting and 
changes to the modifications often need to occur to take into account inconsistencies in 
information gathered during the trial and permanent modification process. Trial 
modifications can stretch into a time period of six months or more as these 
inconsistencies are ironed out. Stress for all parties increases during this uncertain time 
period. 

Recently, the Administration released new HAMP guidelines requiring a standard set of 
documents to be obtained as borrowers are being evaluated for trial modifications. ’’ This 
will hopefully reduce inconsistencies among institutions for evaluating borrowers for trial 
modifications, bolster the quality of underwriting during the trial modifications, and will 
make the transition between trial and permanent modifications more efficient. 

In addition to the quality of modifications, timeliness is also a pressing issue. The 
HAMP program offers subsidies to financial institutions to assist borrowers at risk of 


Administration Updates Documentation Collection Process and Releases Guidance to Expedite 
Permanent Modifications, January 28, 2010 press release, 
http://www.makinghomeaffordable.gOv/pr_01282010.html 
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imminent default. However it is a general practice for servicers not to review “imminent 
default” files in a timely manner to possibly cure the default. These files are often 
handled differently and are placed in the back of the queue according to NCRC’s 
counselors. Sound principles taught by HUD certified counselors to contact the lender 
early if the borrower foresees payment difficulties is all for naught. 

Regarding permanent modifications, NCRC’s counselors report that the modifications 
usually offer interest rate reductions and that the modifications do not achieve the optimal 
solution in terms of affordability for borrowers. The interest rate modifications often 
offer rates of 4 to 5 percent and rarely reach the lowest rate of 2 percent permissible 
under the program. While the higher rates might be affordable for a number of 
borrowers, there are cases in which the lowest rate is needed. In addition, principal 
reduction is rare in the experience of NCRC’s counselors. Instead of offering principal 
reduction, servicers are tacking stiff and expensive “balloon payments” to the end of 
loans. On occasion, interest rate reductions have been accompanied by fees added to the 
loan amount or upfront fees, which can actually increase monthly payments for 
borrowers experiencing financial distress. 
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NCRC counselors observe that the haphazard quality of loan modifications reflects 
financial institution ambivalence about the HAMP program. Some institutions may be 
going through the motions and not seeking permanent modifications in which they have 
to make significant financial sacrifices because they may be waiting for additional 
government subsidies or even outright purchases of their distressed loans. The continued 
reluctance to offer principal reductions most likely reflects an aversion to taking a 
“haircut” (accepting a loss, which would probably be less than tlie loss associated with 
foreclosure but still a significant loss). Finally, other institutions may still prefer their 
own internal modifications and steer borrowers towards them since private sector 
programs typically modify loans for five years (and then require a refinance) whereas a 
HAMP modification locks in loan terms and conditions for 30 years. Professor McCoy 
also suggests a possibility of gaming the system by some servicers. She states, “At worst 
some servicers may be playing a cynical game of pocketing HAMP payments at the 
temporary modification stage with no intent of graduating to permanent modifications.”*^ 


McCoy, p. 2 1 . 
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Servicers are also den54ng HAMP modifications for homeowners if they have any 
savings or a retirement account, such as 401K or 403B. In anticipation of reaching a 
sustainable loan modification, NCRC’s counselors generally advise their customers to 
establish savings. But when servicers request new financial information and see the 
savings they deny the loan. So, in essence homeowners are being penalized for being 
responsible and saving money to save their home. 
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IX. Recommendations 

As discussed above, the pace of loan modifications needs to be significantly increased 
and the quality of modifications needs to be bolstered. Deeper reductions in principal 
loan payments need to occur, particularly in parts of the country experiencing high levels 
of negative equity. The recommendations below address the limitations of the HAMP 
and HARP program as well as including recommendations for preventing future 
foreclosure crises. 

NCRC's HELP Now Proposal 

In early 2008, NCRC proposed the establishment of a national Homeowners Emergency 
Loan Program (HELP Now). It would authorize the Treasury Department to buy 
troubled loans at steep discounts (equal roughly to their current write-downs by financial 
institutions) from securitized pools. This would result in a relatively low cost to 
taxpayers. The government would arrange for these loans to be modified through 
existing entities such as Fannie Mae and Freddie Mac, and then sell the modified loans 
back to the private market. The program would be relatively easy to implement, as it 
does not require the creation of a new entity. 

The purchase discounts would be applied to the modification of problem loans to create 
long-term borrower affordability. Reflecting the write-downs by financial institutions, 
the government would purchase loans at a 30 percent to 50 percent discount. The write- 
downs would address the need for deep reductions in principal, particularly in parts of the 
country experiencing steep price declines and high levels of negative equity. If the 
discounted loans are still not affordable for some borrowers, the government could offer a 
low-interest second mortgage that could be due upon sale of the property. 

The HELP Now proposal would rely on the federal government’s power of eminent 
domain in order to purchase loans from investors and servicers. The current economic 
crisis would justify the government’s use of eminent domain laws for a compelling public 
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purpose. The statutory language establishing the Troubled Asset Relief program (TARP) 
also provides the authority for the approach of the HELP Now proposal.*^ 

Eminent domain would overcome several barriers. Through compulsory purchases of 
troubled loans, HELP Now does not have to overcome the series of financial and 
institutional impediments to coax reluctant servicers, investors, and lenders to 
participate — unlike the voluntary programs. Utilizing the federal government’s power of 
eminent domain avoids lawsuits from disgruntled investors. Furthermore, as Harvard 
Law Professor Howell Jackson points out, eminent domain can also solve the barriers 
related to first and second liens by directly purchasing all mortgages on targeted 
properties. 

The use of eminent domain can alleviate pricing uncertainties and therefore unfreeze the 
credit market. The eminent domain method can establish fair prices for mortgages 
through existing judicial mechanisms.*^ Once fair prices are established, a secondary 
market can then be reestablished and voluntary efforts to refinance mortgages will 
probably accelerate. In order to unglue markets quickly and to target the greatest need, 
Professor Jackson proposes that eminent domain focus on the most problematic loans in 
geographical areas of the country where home prices have fallen significantly. This is 
similar to the targeting recommendations of the Center for Community Capital. 

After the government has used eminent domain for a significant amount of loan 
purchases, HELP Now could also use reverse-auction mechanisms. In a reverse auction, 
financial institutions will name their price for selling troubled loans to the government. 
The objective will be to move HELP Now to more of a voluntary model and to accelerate 


Title I, Section 101 of H.R. 1424, the Emergency Economic Stabilization Act of 2008, state.s that “The 
Secretary i.s authorized to establish the Troubled Asset Relief Program (or TARP') to purchase, and to 
make and fund commitments to purchase, troubled assets from any financial institution, on such terms and 
conditions as are determined by the Secretary, and in accordance with this Act and the policies and 
procedures developed and published by the Secretary.” Troubled assets are defined as residential 
mortgages and any securities related to such mortgages. 

*■* Professor Howell E. Jackson memo to the House Financial Services Committee, November 28, 2009, on 
file at NCRC. 

** In cases of price disputes when the government has used eminent domain, a judge or mediator will rule 
on a fair price. 
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loan modifications after the most troubled loans have been removed from the financial 
system via the use of eminent domain. 

HELP Now would be an efficient use of government resources. As NCRC originally 
proposed, HELP Now would require an initial government outlay of about $50 to $100 
billion to purchase loans and would institute a revolving loan fund mechanism. Now that 
$75 billion has been allocated to HAMP, a HELP Now approach can use a portion of that 
funding, the level of which would be determined by a needs analysis focusing on the 
areas of the country with the steepest price declines, and highest levels of negative equity 
and subprime lending. 

The government would be reimbursed for its loan purchases after it sells the loans 
(which have been modified) to Fannie Mae, Freddie Mac, or private sector investors. 
Moreover, the government would be able to establish mandatory underwriting criteria in 
order to guard against re-defaults. Unlike the Hope for Homeowners and the FDIC’s 
Indymac program, the government would not guarantee the loans would therefore not 
assume significant losses. 

The large-scale modification program must also use neutral third-party counselors to 
represent the interests of borrowers. A key to NCRC’s Housing Counseling Network’s 
success is the intervention of counselors from a non-profit organization that represents 
the borrower, and not the interests of the lender, servicer, or government. The counselors 
are therefore able to ensure that borrowers obtain an affordable and sustainable mortgage. 
Under a TARP program, the counselors should be empowered to review the proposed 
modification and suggest any further alterations necessary to achieve long-term 
affordability. 

The government could also ensure that renters receive protections under its program. A 
sizable number of distressed loans involve investors who do not live in the property and 
have rented the properties to tenants.^* Currently, tenants face eviction with little or no 


“ Fifteen million tenants or about 40 percent of all renters live in single family homes, many of which are 
owned by small scale investors. A segment of this large population is at risk during the current foreclosure 
crisis. See J.W. Elphinstone, What if Your Landlord Faces Foreclosure, Associated Press article appearing 
in the Washington Post, January 3, 2009. 

National Community Reinvestment Coalition * http-J/wwv/. ncrc. or 2 * 202-628-8866 32 



143 


notice after a foreclosure. In these cases, the government must provide sufficient time 
and relocation assistance for the tenants. 

Establish Loan Program for Unemployed 

The rapidly increasing unemployment rate is now driving foreclosures. In order to keep 
pace with rising unemployment, Congress and the Administration should consider 
implementing a program like Pennsylvania’s Home Emergency Mortgage Assistance 
Program (HEMAP). When a homeowner becomes unemployed involuntarily, the state’s 
housing finance agency will arrange for a two-year loan of up to $60,000 to enable the 
homeowner to continue making payments until the borrower’s income recovers.’^ Since 
the program’s inception in 1983, HEMAP has assisted more than 40,000 homeowners. 
The program is cost-effective in that it received an initial state appropriation with 
subsequent funding that came from borrower loan repayments. A federal program like 
HEMAP would most likely require a significant initial capital outlay, but could be 
sustainable through self-financing. 

H.R. 4173, the Wall Street Reform and Consumer Protection Act of 2009 which passed 
the House, would make available $3 billion of Troubled Asset Relief Program (TARP) 
funding for loans to families and households experiencing unemployment. Modeled after 
the HEMAP program, each household would receive up to $50,000 for assistance in 
paying their mortgage. In addition, $1 billion in TARP funding would be made available 
to state and local governments for the redevelopment of abandoned and foreclosed 
homes. 

In an announcement last month, the Administration also unveiled a $1.5 billion initiative 
to be funded from TARP that would provide financing to state housing agencies in five 
states experiencing the greatest home price declines to design programs to assist the 
unemployed stay in their homes, to provide relief to households experiencing negative 


” See liitp:. /wwvv.phfa. ore consumers homeomiers/heman-a.snx and 
http://www.phfa.org/fonns/brochures/foreclosure_prevention/HEMAP_2008.pdf. 


National Community Reinvestment Coalition * httv://www. ncrc. ore * 202-628-8866 


33 



144 


equity, or to resolve loan modifications involving second liens. This is a welcome 
announcement that allows housing agencies to respond flexibly to pressing local needs. 

In order to adequately address needs in states beyond the five targeted in this initiative, 
the funding level will need to be supplemented with the funding for the unemployed 
homeowners in H.R. 41 73 and other resources. 

Process Improvements in HAMP 

As discussed above, several procedural and capacity issues hamstring HAMP’s 
effectiveness. If servicers continue to exhibit widespread incompetence in receiving 
forms and storing information, the Administration ought to consider placing the 
responsibility of HAMP modifications with independent third party agents such as 
nonprofit organizations. In addition, blatantly unfair aspects of the process must end. 
Foreclosure proceedings must be halted while modifications are in process. We are 
encouraged about media reports indicating that the Treasury Department intends to halt 
foreclosure proceedings while borrowers are in a trial modification.*’ It is unclear, 
however, how many other protections are being contemplated by the Treasury 
Department. For example, will this new policy apply to borrowers being evaluated for 
trial modifications? What will HAMP’s rules be regarding foreclosure proceedings while 
a borrower is appealing a HAMP denial? NCRC hopes that the Treasury Department errs 
on the side of protecting consumers and prohibits all aspects of the foreclosure 
proceedings until all non-foreclosure alternatives are exhausted. 

The NPV analysis must be transparent (both the NPV formula and the data used) so that 
counselors and borrowers can appeal denial requests. The Administration should also 
establish rules for a fair appeal process. 


The five states are California, Nevada, Arizona, Michigan, and Florida. For more details on the program, 
.see White Flouse, Office of Press Secretary, President Obama Announces Help for Hardest Hit Housing 
Markets, February 19, 2010, http: /w\v«'.whitehouse.i:ov7the-Dres.s-office/presiduiit-obama-announce.s-heto- 
liardest-hit-housint!-markets . 

’’ “Obama Mulls Changes to Mortgage Program: More consumer protections may be added to fix long- 
standing complaints,” Associated Press report 3:30 PM, February 22, 2010, accessed via 
http://www.msnbc.msn.coni/id/35525942/ns/business-real estate/ . 
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Fair Lending Investigation in the HAMP Program and Participating Servicers 

NCRC’s survey findings of racial disparities in receiving modifications call for a 
thorough fair lending investigation of the HAMP program and participating servicers. 
The investigation should assess if the HAMP program guidelines and NPV test contain 
any elements that have a disparate impact on protected classes that is not justified by 
business necessity. In addition, do the servicers engage in any practices that result in 
disparities or, worse, are discriminatory in intent and effect? 


Second Liens and Short Sales 

Banks own a significant amount of second liens. The regulatory agencies must recognize 
the reluctance to modify second liens as both a consumer protection/fair lending and a 
safety and soundness issue. If a high percentage of second liens default, the safety and 
soundness of the banks are undermined. 

Related to the stubbornness of holders of second liens to modify their loans is the short 
sale program recently announced by the Treasury Department. The short sale program 
must not become a convenient excuse for not modifying difficult loans, including those 
with second liens. The short sale program must truly become a last resort for borrowers 
who cannot afford loans even after modification. Congress and the Treasury Department 
must monitor the use of short sales carefully to ensure that lenders and servicers do not 
abuse the short sale program. 

Enhance Public Data on Loan Modifications 

H.R. 4173 requires the monthly disclosure to the public of data relating to modifications 
executed as part of HAMP. Lenders and servicers would report the number of 
applications for modifications they processed, approved, and denied. The data would be 
publicly reported on an individual record level. Currently, the Treasury reports on 
HAMP are cursory without detail on the extent of principal reductions, the reductions in 
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interest rates or changes in other loan terms and conditions. The OCC and OTS mortgage 
metrics reports are more detailed but do not present the information for HAMP and non- 
HAMP modifications separately. The data must also be similar to Home Mortgage 
Disclosure Act (HMDA) data and disclose the information of applications, approvals, and 
denials by race, gender, age, and income. HMDA-like disclosure would enable 
stakeholders and policymakers to assess if fair lending disparities are present in the 
modification process. 

HARP Improvements 

Considering that Fannie Mae and Freddie Mac, entities in government conservatorship, 
own or guarantee the mortgages eligible for the HARP program, it is baffling why there 
has not been more refinances. Perhaps, the Administration should consider placing 
nonprofit organizations in charge of underwriting or have them as serve as borrower 
advocates. Nonprofit organizations could be assigned blocks of Fannie and Freddie 
mortgages that exhibit problematic features such as option ARMs and then represent 
borrowers who are interested in refinancing into lower rates. 

Require Loss Mitigation before Foreclosures and Bankruptcy reform 

The power imbalance between financial institutions and borrowers certainly contributes 
to the slowness and difficulties of securing affordable and sustainable modifications and 
refinances. A way to reduce the power imbalance and provide incentives for 
modifications is to establish more checks and balances in the process. For example, 
before the foreclosure process is started, the financial institution must demonstrate that it 
has engaged in reasonable loss mitigation efforts including modifications and when 
modifications are not feasible, short-sales, deeds-in-lieu, and other foreclosure 
alternatives. Representative Maxine Waters has introduced bills to require reasonable 
loss mitigation efforts. In addition, the bankruptcy laws must be reformed. Currently, a 
borrower in bankruptcy can ask a judge to modify almost any type of loan, including 
consumer loans for luxury items such as yachts. Yet, the current law prohibits borrowers 
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from asking judges to modify loans for their primary residences. If bankruptcy law was 
reformed to permit this, financial institutions would have an incentive to correct 
problematic loans or face the possibility of being ordered to do so by a Judge. 

Stop Foreclosure Prevention Scams 

NCRC’s foreclosure prevention service provider report underscores the need for an 
effective legislative solution and increased public and private sector oversight combined 
with effective education and outreach to ensure consumers work with responsible 
providers. Modification companies are often operating in a regulatory vacuum, without 
any accountability, and today, may be one of the factors blocking consumer access to the 
Home Affordable Mortgage Program and the Home Affordable Refinance Program. 

H.R. 1231, the Foreclosure Rescue Fraud Act of 2009 introduced by Representative 
Gwen Moore, prohibits foreclosure consultants from receiving compensation before 
services are provided and requires consultants to provide their clients with contracts, 
subject to a three-day rescission period. 

Preventing Future Crises 

If we learn nothing else from this crisis, it must be that Congress must take aggressive 
steps to ensure that a crisis of this magnitude must not be repeated again. The 
Community Reinvestment Act (CRA) requires banks to serve all communities, including 
low- and moderate-income communities, consistent with safety and soundness. As 
NCRC has testified on previous occasions before Congress, applying a law requiring the 
provision of responsible loans and financial services broadly throughout the financial 
sector would have averted a crisis of this magnitude. Therefore, NCRC urges Congress 
to consider CRA modernization bills such as H.R. 1479 as Congress considers financial 
regulatory reform legislation. Just as the House attached an anti-predatory lending bill to 
H.R. 4173, so should Congress attach a comprehensive CRA modernization bill to 
financial regulatory reform legislation. Finally, passing rigorous community 
reinvestment and consumer protection laws will not be enough if Congress does not 
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empower a strong independent agency to enforce the laws. Lax regulatory enforcement 
contributed to the crisis by enabling abusive and deceptive lending practices. Consumer 
protection was but one of many competing priorities for a multitude of agencies that had 
trouble coordinating an approach to consumer protection. Therefore, a Consumer 
Financial Protection Agency (CFPA) must be established as a strong, independent agency 
whose mission is protecting and promoting safe and sound lending and other financial 
services for consumers and communities. The CFPA must have jurisdiction over all 
consumer protection and fair lending laws, including CRA, in order to adequately 
safeguard the interests of consumers and neighborhoods. 

X. Conclusion 

The nation is currently experiencing the worst recession since the Great Depression. Dire 
economic times require bold leadership from the public and private sectors. Self-interest 
must give way to the national interest. Financial institutions must sacrifice and offer 
significant concessions for their self-interest (removing toxic loans from their portfolios) 
and for the overall economic interest. While an improvement over the previous 
Administration’s programs, the HAMP and HARP programs are not delivering 
modifications and refinances on the scale and quality required to resolve the foreclosure 
crisis. 

It is time to complement the voluntary nature of HAMP and HARP with mandatory 
programs such as the NCRC HELP Now proposal, which would be targeted to the most 
distressed parts of the country as measured by the extent of negative equity, foreclosure 
rates, and nonprime lending. A number of actions can also be taken to bolster the 
efficiency and equity of the HAMP and HARP programs including a larger role for 
nonprofit organizations to advocate on behalf of borrowers, more transparency and data 
regarding loan modification approvals and denials, a halt to foreclosures while 
modifications are in process, and establishing fair appeal processes for borrowers denied 
modifications. New programs and approaches to assist unemployed homeowners must be 
established immediately if we are to prevent negative feedback loops between 
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foreclosures and unemployment. Finally, fiiture crises must be averted by Congress 
enacting financial regulatory reform that includes CRA modernization, a comprehensive 
anti-predatory lending law, and a strong and independent CFPA. 
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Chairman TOWNS. You will have an opportunity to do so in the 
question and answer period, I am certain. OK? 

Mr. Taylor. Yes. 

Chairman Towns. Thank you very much for your testimony. 

Let me begin, I guess, Mr. Barofsky and Mr. Dodaro. What do 
you really see here as the problem? The fact that we have only 
been able to do less than 200,000 modifications, what is the prob- 
lem? And the $75 billion I think has been allocated, 50 and then 
25, yes, I think it was 75, so what is the problem? 

When I look at the keys and know, in fact, that they represent 
people, they represent folks who poured their hearts into their 
homes, saved, and all of the sudden now they are asked to leave 
because they missed payments on their home. Good people. People 
that want to do right. What do you think needs to be done that is 
not being done? 

Mr. Barofsky. Mr. Chairman, what we found in our audit is 
that I think a part of it is that doing a program like this is very 
retail oriented. It is on an individual basis. And when Treasury set 
this up, they out-sourced that to the mortgage servicers. 

One of the problems that we have heard — and I know that in re- 
viewing Mr. Dodaro’s testimony, that they have seen it as well — 
is this lack of planning up front, almost a ready-fire-aim type of ap- 
proach where these constant changes in guidance and documenta- 
tion and requirements — and yesterday another guidance change 
came down. It is an admirable change. It is good for the program. 
But it is going to require these servicers to once again reset their 
systems, reset their procedures. Perhaps if there had been more 
planning up front, these servicers wouldn’t have been constantly 
having to react to these changes in circumstances and the empha- 
sis on verbal modifications. 

So what happened is the infrastructure was not quite in place, 
and then it got overwhelmed by constant changes and lack of ade- 
quate planning up front that has created these tremendous back- 
logs and inefficiencies. 

We have all heard reports about servicers who lose borrowers’ 
paperwork. They send the paperwork in and then the paperwork 
is gone, and we read about how you can see seven or eight times 
borrowers send in the paperwork. 

One of the servicers explained to us that they did, in fact, lose 
paperwork because they were so overwhelmed because of the verbal 
modifications, because of the constant changes to their systems 
that they hired a vendor and the vendor lost all the documents. 
That is not in any way to remove responsibility from the servicers; 
that just wasn’t the focus of our report. 

But I think one of the contributions to why this has been so slow 
to get off the ground and why it has been so inefficient is this sort 
of lack of planning. 

Mr. Dodaro. I would add a couple points. First, I would under- 
score the fact that there have been a number of program changes, 
so the program hasn’t been stable. For example, last summer 
Treasury initially mentioned that it would be OK to improve trial 
modifications based upon stated income as opposed to having docu- 
mentation and verification of the income of the borrowers. Then 
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subsequently they changed that guidance and now, before trial 
modifications, you need to have substantiated documentation. 

The other point in the recommendation we made last July was 
that you needed program metrics. There is no standard guidance 
about when the servicers have to contact the borrowers, whether 
it is 30 days after they are delinquent or 60 days. You need some 
standards. How quickly should they respond to telephone calls? 
How quickly should they process the information? All these issues 
in terms of how the process should proceed. How do they handle 
complaints? None of these things are yet standardized where you 
could hold the servicers accountable. 

As I mentioned, we made a recommendation last July that they 
have some ability to invoke penalties for servicers that don’t com- 
ply with the requirements, but they need to be established first. 

Second, they are having difficulty in a number of cases, from the 
servicers we talked with, of getting income verification from the 
borrowers. That is taking some additional time. Now, they have 
forestalled making decision on some of the trial modifications. 

The other issue is that these other programs, which are intended 
to deal with some of the negative equity issues, like the hardest hit 
fund, hasn’t been started yet. The second lienholder program hasn’t 
been started yet. 

So there were some problems with stability in the first program 
out of the chute for the first lienholder one, and these other pro- 
grams haven’t been brought online yet, even though it has been a 
year into the program. So with those activities we think you will 
see a better outcome, but they need to be managed properly. 

Chairman Towns. Quickly, so, you don’t think it is a lack of 
money? 

Mr. Dodaro. I think there is plenty of money. I mean, of the 
$36.7 billion that they have committed to the HAMP program, $58 
million has been spent as of the end of February. There is plenty 
of money. It is not a question of lack of funding; it is a question 
of making sure you have the commitment of the servicers. Treasury 
has enough people to accurately manage the program, and that 
there is process and means to hold people accountable for moving 
forward, and they are not there yet. 

Chairman TOWNS. My time has expired. I yield 5 minutes to the 
gentleman from California, Ranking Member Congressman Issa. 

Mr. IsSA. Thank you, Mr. Chairman. 

To begin, I am going to share just one example of the many I 
have received. This one comes from a Mr. Paul Habib, who was in- 
volved in a trial loan modification. He has submitted and received 
approval, first verbally and then canceled, based on a rule change, 
then in writing and canceled based on some rule and change. He 
is now being asked, after they have lost his applications twice, to 
fill out yet a third one. 

Now, he happens to be a WAMU Chase applicant, but certainly 
we are going to hear more today about the problems of Country- 
wide, since it is a defunct company that B of A is trying to act on 
behalf of after their acquisition. 

Let me try to be a businessman for a moment, 10 years removed, 
but still, let’s get to the core of what Mr. Barofsky and Mr. Dodaro, 
what you have seen that doesn’t work. I have read your reports. 



152 


They are veiy good, but they tell us that this system that we are 
presently using is not going to work any better, in spite of that 
curve, under the current situation. There is 1.3 million people that 
were given hope, 170,000 were given loans. The delta between the 
hope and the loan is so great as to be a misery inflicted by the Gov- 
ernment in their own program. I think we can all agree that is not 
acceptable. 

Let me just run though, and others that have familiarity with 
this can weigh in. As I said in my opening statement, if I went out 
to buy a home today I would go for pre-approval. It would take a 
matter of days or weeks. I would then have an amount of money, 
based on documentation, that I would qualify for. I would look at 
a home that I wanted to buy. Let’s just assume that it is my own 
home and it is in foreclosure. And I would have it appraised inde- 
pendently and they would come up with an appraisal within days. 
None of that has changed from the boom era to today. 

Why in the world are we not discussing a change that says, look, 
anyone can pre-approve you for a loan. Anyone qualified can do the 
assessment of the value. And at that point the pre-approval process 
is over and the application is submitted with knowledge of what 
you can afford and knowledge of what the home is worth. And this 
system worked for years relatively well with a matter of days be- 
tween the applicant’s desire and those two being met. 

Can you comment on why we are not talking about a change to 
that system today? Mr. Dodaro, I will start with you because you 
talked about refilling the backlog. I would propose that the worst 
thing in the world is to have more people into a system that takes 
6, 9 months or more to get through while they have this period of 
uncertainty. 

Mr. Dodaro. Well, first of all, the mortgage alternative program 
that Treasury has announced but not yet implemented is meant to 
deal with more up-front decisions about whether or not there is 
even a prospect that a trial modification makes sense, and if not 
move to a short sell type arrangement or other vehicle to help cre- 
ate a smooth exit strategy. 

Mr. ISSA. We are only talking about this program, because if we 
continue doing what we have been doing that failed, then only in- 
sanity explains why we would continue doing what we know won’t 
work. 

Mr. Dodaro. Well, I think in terms of making sure that the pro- 
gram has a fair opportunity, it needed to be set up to have some 
stability, to be managed properly. I still think that if Treasury pro- 
ceeds there will have to be better decisions made. The one key deci- 
sion that I 

Mr. IssA. I am going to cut you off, because that is exactly busi- 
ness as usual around here. I have gotten better from you many 
times, but in this case, Mr. Barofsky, I want to move to you be- 
cause your report told us we have had enough time to see a trend 
and people have suffered for a year under a program that is not 
working and that is unlikely to work dramatically better. Would 
you give us your comments on those changes or others that you 
want us to feature? 

Mr. Barofsky. We are talking here about some of the structural 
problems with the servicers. I think that it is getting better. I 
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mean, that is the good news. This whole idea of verbal modifica- 
tions, which I think is such a source of so many of the problems 
that you described 

Mr. ISSA. Right. We have put in too much in the front end with- 
out hope of coming out the back end. 

Mr. Barofsky. In order to get these numbers up to flood the sys- 
tem and the over capacity, thankfully that is going to be done. 
Treasury has changed on that one, and that I think will be very 
helpful to increase the conversion rate. I think under these struc- 
tural issues, I think Treasury has to decide and sort of do a final 
issue of guidance to foresee the various problems. 

Mr. IssA. We are going to ask them that question in just a few 
minutes. 

Mr. Barofsky. So I think that there is good news that these 
structural things can be adjusted. I think the metrics, which are 
so important, as Mr. Dodaro recommended in July and we have re- 
emphasized today, so you can have accountability and make 
changes to those benchmarks and those goals are important. 

But the third potential problem is re-default, and that Treasury 
has not shown a willingness to reconsider or re-examine, because 
ultimately this program will not be successful until 

Mr. IsSA. Thank you. We are going to get to that. The other two 
just wanted to chime in quickly, I believe, if the chairman will in- 
dulge. 

Mr. Taylor. Thank you, Mr. Issa. I think your question is right 
on point, and I think though the answer is very much in your open- 
ing remarks when you mentioned that Bank of America is about 
to do 45,000 principal write-downs. Now, they were encouraged by 
State AGs — I will use the word encourage loosely — but the point is 
that is what is really going to make the difference at the end of 
the day, the principal write-downs. 

In defense of Treasury, I will say that on paper the plan looks 
good, but the problem is it is voluntary, and unless and until we 
have something like what we proposed to Secretary Geithner and 
Secretary Paulson, to Secretary Paulson in February 2008, you 
must have mandatory compliance in this program. You are not 
going to get the principal write-downs 

Mr. Issa. OK. And Dr. Calabria, you had something? 

Mr. Taylor. That will make the huge difference. 

Mr. Calabria. We are out of time, sir. 

Mr. Issa. Well, thank you very much. Thank you, Mr. Chairman. 

Chairman Towns. Thank you. 

I now yield 5 minutes to the gentleman from Maryland, Con- 
gressman Cummings. 

Mr. Cummings. Thank you very much. 

Gentlemen, I am very familiar with all of what you were saying, 
because in my district we have two people in my office that all they 
do is foreclosure prevention. That is all they do. It is a big problem. 

Mr. Barofsky, what, if anything, prevents a lender from deciding 
midway through the HAMP process that the $1,000 or whatever it 
might be incentive payment is not worth the company’s resources 
and just say to heck with it? The reason, I am trying to figure out 
how to we get to this effectiveness and efficiency, because it seems 
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like we have a program here which we want to work, we think 
should work, but when we scratch the surface it is not working. 

So we have the money, but we are not spending the money. Mr. 
Calabria said it is costing us $400,000 a piece. That is not accurate, 
because that means that we spent all the money, but we aren’t 
spending. We are spending just a pittance of the money. 

So do we need some kind of different carrot? Do we need some 
type of stick? 

Mr. Barofsky. I think, to answer your question about the mid- 
stream change of heart, it gets to a central point. Under the rules, 
a servicer, once they sign the contract and they run the net present 
value test and it is positive, they do have an obligation to go for- 
ward and modify the mortgage, but your question almost goes to 
one of compliance. How do we make sure that they follow those 
rules? 

Right now, Freddie Mac has been signed up to be the compliance 
agent. Our office is about to do an audit, about to announce an 
audit into compliance. I know that GAO is doing some work on 
compliance, as well. That will be one of the methods, which is a 
vigorous — and I think it is very important to have a compliance 
regimen in place. 

One of the problems that GAO has pointed out — I don’t want to 
speak for them — is that it has taken a while just to get that com- 
pliance shop up and running, and we are going to see how effective 
it has been. 

Mr. Cummings. Yes. Mr. Dodaro, other than your office and Mr. 
Barofsky’s office, is there any other oversight of HAMP? And as we 
know, Freddie Mac is the compliance agent for HAMP. Has Freddie 
Mac its responsibilities in that role? And what about within Treas- 
ury? Have sufficient resources been allocated to effectively admin- 
ister and monitor the program? 

Mr. Dodaro. One of the recommendations we made back in July 
last year was that Treasury look at and make a determination 
whether it has the adequate enough resources on board to imple- 
ment the program. We still think they need to be able to do that. 
In fact, they went from reducing the number of people that they 
have had on place from 36 to 29. They only have 27 of the 29 posi- 
tions filled. So we still think they need to look at whether or not 
they have enough people in order to be able to do it. 

We do think there needs to be an overall compliance program put 
in place that is really not there. As Mr. Barofsky pointed out, we 
are going to continue to follow that up. But really the oversight is 
really coming from our office and Mr. Barofsky’s office and needs 
to come from Treasury over the servicers. That is why we have en- 
couraged them to put a better system in place to ensure compli- 
ance. 

Mr. Cummings. Mr. Taylor, the NCRC has released the results 
of a survey of homeowners seeking assistance to avoid foreclosure. 
What were you looking for in the survey? And can you share some 
of your findings? I understand that African American folks were 
less likely to benefit. They were less likely to benefit from the pro- 
grams. Can you shed any light on that for us? 

Mr. Taylor. We were trying to look at the front line of what was 
really transpiring for people, so we went to 29 counseling agencies 
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around the country, not the entire country, but the folks we could 
work with. So what we discovered, even to the minimum amount 
that the program is working, that if you are an African American 
you are 50 percent less likely to get a modification under this pro- 
gram, which really is abhorrent. 

Further, we also discovered that if you are 50 or older, and many 
people looking at heading toward retirement, many people who are, 
indeed, classified as seniors, 50 percent of them are going to also 
have great difficulty in getting a modification, a permanent modi- 
fication. 

So not only is the program really just not making the dent in the 
problem; it is not really being administered in a way that is fair 
across the board. 

Mr. Cummings. I see my time is up. Thank you, Mr. Chairman. 

Chairman Towns. Thank the gentleman from Maryland. 

I yield 5 minutes to the gentleman from Ohio, Mr. Jordan. 

Mr. Jordan. Thank you, Mr. Chairman. 

We have said many times, I said in my opening statement, this 
thing is a mess. Mr. Barofsky indicated in his opening comments 
that it is tough to even figure out what the exact goal is. I learned 
a long time ago you can’t get anywhere if you don’t know where 
you are going. You have to have a defined goal you are trying to 
achieve. 

With that changing metrics, we have had the promise or the 
hope of potentially 4 million people getting their mortgage modi- 
fied, and yet 170,000 there, and then, of course, the re-default prob- 
lem that has already been talked about. For those who actually get 
permanent, 40 percent of them are likely to re-default, so a total 
mess. 

But I actually want to go to Mr. Calabria. You said, I think, it 
is tough to pay a mortgage if you don’t have a job. I mean, that 
is what this, in large part, boils down to. So we can continue to 
have this big Government-oriented approach, big spending, big reg- 
ulation to our economic concerns out there, or, frankly, in my hum- 
ble opinion, we can get back to creating a framework and environ- 
ment that actually is conducive to economic growth, actually fosters 
job creation in the private sector, and I would argue doesn’t create 
policies that don’t create uncertainty out there for the small busi- 
ness owner and the people who actually create jobs. 

So my question is a general one to you: what is Congress doing 
right in fostering a framework and a context for economic growth 
and job creation to take place in the private sector? What, in fact, 
is Congress, I mean, I think that we have a lot of things we are 
doing wrong, but a general question on what we can do to get to 
the heart of this, because, again, until you have a job it is tough 
to make a mortgage payment. 

Mr. Calabria. And I would agree, and I would emphasize and 
say as well, to touch on the last question, we have certainly seen 
during this recession that African Americans have been hit 
harder 

Mr. Jordan. They sure have. 

Mr. Calabria [continuing]. In terms of the labor market than 
anybody else. And certainly this is part of the reason that explains 
why the denial rates are different because, quite frankly, the 
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HAMP program does not really help you if you have lost your job, 
and it does not deal with that as an issue, so I think this needs 
to be re-thought in that regard. 

I would say, as a broad measure, private sector needs to have 
some certainty to be able to plan, so, despite whatever one might 
think about any set of rules or legislation, you need to have a set 
of rules so that the private sector can plan around them. I think 
many businessmen would probably tell you that even a bad set of 
rules that they know that they can plan with is better than rules 
that change off and on. 

My own perspective, so what everyone thinks about the recently 
passed health care, at least it is done. That is something that the 
private sector can move forward with and plan around. 

I do think we need to get our situation in terms of our fiscal situ- 
ation in order. Any small businessman today has to factor higher 
taxes into his future plans. 

Mr. Jordan. Yes. 

Mr. Calabria. That is something that I think we need a credible 
path going forward on. 

I think we also need to find ways to get banks to lend again in 
a serious way. This is, I think, one of the perverse implications of 
where monetary policy and fiscal policy have worked against us. 
Normally, very low record interest rates help create businesses, but 
in this environment banks are essentially able to borrow at noth- 
ing, put it in Treasury bills for 3 or 3 V 2 percent 

Mr. Jordan. That is a good point. 

Mr. Calabria. That is a very large interest rate margin for a 
bank, risk free. If they are doing that, they have no incentive to 
go out and lend to the private sector because they can really just 
make great risk-free returns right now. 

Part of that is they are trying to make these returns to cover up 
the losses they have on their balance sheets. 

Mr. Jordan. Right. 

Mr. Calabria. I think we need to be more aggressive in terms 
of the bank regulators in making banks actually recognize losses 
on their balance sheets. We have at least probably half a trillion 
in probably second lien loans that aren’t recognized. 

Mr. Jordan. Let me ask you a question. Do you think we would 
be better off simply not having the program? Do you think the false 
hope this program gives to some homeowners, the problems we 
have seen, the lack of transparency, the lack of a clearly defined 
goal — everything we have seen over the last year, do you think we 
would be better off simply letting the market — and letting, as the 
ranking member pointed out in his opening statement, letting 
banks work with the homeowner, the servicer work with the home- 
owner, or the bank and the lending institutions work with the 
homeowner, and work it out amongst themselves versus the heavy- 
handed Government coming in? 

Mr. Calabria. I would say, as an overall short answer, that is, 
given how few people have actually been helped relative to the uni- 
verse of it, I think it has probably done more harm than good, in 
that you have encouraged people to — for instance, a lot of what I 
hear is sometimes people are encouraged to, in order to get to the 
front of the line, stop paying your mortgage. That is going to ding 



157 


your credit. So I think some of this you are really encouraging 
probably more harm than good. 

I will lay out my bias and my perspective is that I think 
taking 

Mr. Jordan. Mr. Taylor is trying to jump in. 

Chairman Towns. I will yield the gentleman an additional 
minute. 

Mr. Jordan. God bless you, Mr. Chairman. 

Mr. Taylor. You are throwing the baby out with the bath water 
here. I mean, look, to say that it has done more harm than good 
is just ludicrous. It simply 

Mr. Calabria. I disagree with that. 

Mr. Taylor. It simply hasn’t been effective. And also, to start 
from the premise that, well, the problem is unemployment and lack 
of equity, as he puts it, that is why we are having these fore- 
closures is kind of like saying the house is gone. Why is the house 
gone? Well, it burned down, and then stopping with that level of 
thinking, ^^y did it burn down? We have unemployment and lack 
of equity because of a massive foreclosure, malfeasant lending prac- 
tices that put people in unsustainable mortgages, and to reverse 
that we have to address that. First, clean it up, but also under- 
stand that 8 million American families are not wrong. Congress- 
man. 

Mr. Jordan. Yes. 

Mr. Taylor. Eight million American families didn’t set out to put 
themselves in a malfeasant loan or an unsustainable loan. 

Mr. Jordan. I am not saying they did. I am just saying 

Mr. Taylor. It certainly sounds like you are saying that. 

Mr. Jordan. I am not saying that at all. I am just saying that 
a program that lacks the accountability that this one does and ex- 
tends false hope to the very people we are trying to help is a pro- 
gram that has serious flaws and failures. And while we want 
to 

Mr. Taylor. So make the program work. 

Mr. Jordan. I want to do one last question if I can in my last 
minute, my extra minute — thank you, Mr. Chairman — to the In- 
spector General. Why do you think Treasury is reluctant to — one 
of the suggestions you had in your report, and I asked this, I think, 
to Mr. Allison in the last hearing we had, reluctant to look at the 
underlying loan to determine if some of the fraudulent things were 
there in the original loan. Why is Treasury reluctant to implement 
that suggestion you had in your last report? 

Mr. Barofsky. As they have explained it to me, it is sort of akin 
to a resource issue from their perspective. They believe that track- 
ing the original loan — again, this is the explanation that they pro- 
vided — that getting the original loan file and the original loan ap- 
plication would be very resource intensive. As you know, these 
mortgages were sold and resold and resold and resold and resold, 
and therefore they claim that it would be very difficult to obtain 
the original mortgage file. 

Chairman Towns. Thank you. The gentleman’s time has expired. 

Mr. Jordan. Thank you. 

Chairman Towns. I now yield to Ms. Norton of D.C. 

Ms. Norton. Thank you, Mr. Chairman. 
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I was daunted and amazed by Mr. Calabria’s notion in the mid- 
dle of a crisis, better to have no program than to take a program 
where we are essentially dealing with a not only unanticipated, but 
unprecedented crisis, and everybody knows we are learning as we 
go along because we have never done it before. So the notion of 
saying, well, so leave everybody out there, as my friend on the 
other side 

Mr. Jordan. If I could respond? 

Ms. Norton [continuing]. To negotiate for themselves has blown 
my mind. 

I have a question here about the second lien program, because 
these are the people 

Mr. Jordan. Will the gentlelady yield? 

Ms. Norton. The gentlelady will not yield. She has only a few 
minutes. You had your time. 

I am particularly concerned about those at very particular risk 
in a program that may meet Mr. Calabria’s notion of better not 
have it than have it, because it hasn’t done anything, although I 
do not buy his notion that you should just leave people out there 
on their own when even Government can’t figure out what to do. 

This notion about 50 percent of the — we know that 50 percent of 
the homes in foreclosure had a second lien on them, so now you 
really have trouble here. 

A year ago Treasury announced, OK, we understand, and their 
learning curve, and they instituted a new component of HAMP to 
help homeowners with multiple liens on their property. Now, these 
figures need to be explained. Only three servicers have signed up. 

What kept that from happening? No second liens have been 
modified. That is a year into the program. That is beyond failure, 
beyond needing fixing. It may need to be totally rethought, al- 
though I do not buy into the notion of, all right, throw up your 
hands and don’t do anything. 

I want to ask Mr. Barofsky, Mr. Dodaro, and Mr. Taylor, in par- 
ticular, first to get at the root cause. Why didn’t this program get 
off the ground in the first place as a component of HAMP? And 
without such a program, is there any way to help these people who 
have second liens and may be in the greatest need of all? 

Mr. Barofsky, why don’t we start with you and go to the three 
gentlemen I asked. 

Mr. Barofsky. Sure. I think that it is good news that in the last 
week they have signed up two additional 

Ms. Norton. What happened in the last week? Somebody got re- 
ligion there? 

Mr. Barofsky. Well, we did provide a draft audit of our report 
about 2 weeks ago, although I think it is something that has been 
in the works. But we share your frustration. As we detail in our 
report, in the original draft it was just one, and it is good to see 
that they have signed up three of the biggest players in the mar- 
ket, but it has been a year since the details of this — the idea of 
modifying second loans. And it is such an important part of this 
program. 

Ms. Norton. So is it lack of people signing up that kept it from 
getting off the ground? Was more needed to make that happen? 
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Mr. Barofsky. Perhaps. I mean, we have not yet audited the sec- 
ond lien program. It is something we wanted to see, let it get off 
the ground before we did so, but those are very good questions that 
need to be answered. 

Ms. Norton. Mr. Dodaro. 

Mr. Dodaro. First of all. Treasury had not established yet a date 
for when they were going to start the program, and a lot of the pro- 
gram details aren’t very clear yet, so it goes to the question of 
first 

Ms. Norton. After a year they aren’t very clear? 

Mr. Dodaro. Well, that is the status of it, and that is why we 
think the program hasn’t got off and running. And it goes also to 
Congressman Issa’s question. I mean, really the second lien pro- 
gram I think needs to be established in addition to what they are 
doing, as well as dealing with negative equity, which is the hardest 
hit housing fund that they are just now starting to get off the 
ground in five States. 

So you need multiple approaches to deal with this problem, be- 
cause all the homeowners aren’t in the same situation. 

Ms. Norton. Yeah. Some of them are employed, for example, and 
have a second lien. Some are going down the drain quickly 

Mr. Dodaro. Right. 

Ms. Norton [continuing]. But could be caught with the proper 
kind of net. 

Mr. Dodaro. Right. And Treasury needs all these different pro- 
grams to deal with the varied situations of the borrowers, so they 
need to get up and running. This is why we suggested they look 
at how many people they had on staff in order to carry out all 
these programs. 

But the basic answer to your question is: until the details are es- 
tablished, the servicers are going to be somewhat reluctant, and 
understandably, to sign up for the program. 

Ms. Norton. Mr. Taylor. 

Mr. Taylor. Look, under the HAMP program, all the major lend- 
ers have signed up to participate in this program, and within the 
program there is the permission to do principal write-down as well 
as interest write-down. The problem is we now know it is really not 
working, and the fundamental reason it is not working is because 
it is voluntary. 

I mean, you have all these lenders sitting there waiting for you, 
the U.S. Government, and the taxpayer to bail them out, and they 
are waiting for the taxpayer to pay for everything here, and what 
they ought to be doing is at least meeting us halfway. For that to 
happen, it has to be mandatory. Treasury has to say, OK, we are 
no longer going to have voluntary participation in this program. 
Everybody is going to do this. And if we have to use the authority 
on the top, which allows Treasury to purchase the loans, or the au- 
thority under eminent domain, go in and get those loans. That is 
No. 1. 

No. 2, right now, as we sit here, most of the problematic loans 
are actually already controlled by the Government. Can you say 
Fannie Mae and Freddie Mac? Those are no longer Government- 
sponsored enterprises; those are Government enterprises. And that 
is where the majority of these loans now sit. 
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Tomorrow they can turn around and refinance millions of these 
loans, and if they don’t they stand to lose somewhere between $400 
billion to $600 billion over the course of the next several years if 
they don’t refinance now. 

But you have the capability. This Congress, this Government, 
has the capability to mandate Fannie and Freddie to turn around 
and fix those loans and mandate these Wall Street and big banks 
who have taken money from the American taxpayer and from this 
Congress and tell them that they are going to participate in this 
program. 

It is not that the program design is bad; it is the participation 
is bad. 

Chairman TOWNS. The gentlewoman’s time has expired. 

I now yield 5 minutes to the gentleman from Utah, Mr. Chaffetz. 

Mr. Chaffetz. Thank you, Mr. Chairman, and thank you all for 
being here. I do appreciate it. 

Mr. Dodaro, I would like to go back to your July 20th rec- 
ommendations that were made specific to the personnel. One of the 
concerns in Treasury is lack of leadership. I just want to make sure 
I understand this right. 

The President goes out and announces this program in February 
or March, and they did not hire a chief homeownership preserva- 
tion officer until November; is that right? 

Mr. Dodaro. Yes, that is correct. Our recommendation, as you 
point out, was to get the head of that office established. 

Mr. Chaffetz. I think one of the things that we want to have 
a response from Treasury on, you have such an important program, 
you have people bleeding over there. The President stands up be- 
fore the American people and says this is going to happen. You 
can’t even hire somebody until November? 

Now, my understanding was they made a recommendation they 
needed 36 full-time equivalents into the program, and then they 
modified that and said, no, we only need 29. We need less re- 
sources, not more resources, but still haven’t filled all 29 positions. 
Is that right? 

Mr. Dodaro. That is correct. 

Mr. Chaffetz. I just don’t understand that. We hear all these 
complaints about this program. The taxpayers have set aside tens 
of billions of dollars, and we can’t even find 29 people to administer 
the program. It takes the administration 10 months to hire a lead- 
er over there. That is inexcusable, and I hope on both sides of the 
aisle that we hold the administration accountable for that. 

Let me go to the second part of my questioning here. I am hear- 
ing a lot of numbers and I am not understanding the math, and 
clearly the metrics have not been set up at the beginning. We are 
dealing with a veiy confused situation, because the leadership was 
not in place and didn’t set these metrics in place. 

Help me understand here. We have only spent $58 million of the 
$75 billion; is that right? 

Mr. Dodaro. That is correct, because payments aren’t made until 
the trial modifications become permanent, and there is a 1-year an- 
niversary of the trial modifications. Then everybody starts getting 
paid. 

Mr. Chaffetz. So then they get paid at that point? 
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Mr. Dodaro. Right. 

Mr. Chaffetz. OK, because if you kind of do the math backward, 
there is less than 400 — OK. That makes much more sense. I appre- 
ciate that. 

If staff could put up slide five, if we have that, this is a letter 
from Timothy Geithner to Chairman Towns showing the overdue 
trial modifications. There are 536,084 trial modifications that have 
been active 4 months or more, and 287,881 trial modifications that 
have been active 6 months or more. 

Mr. Barofsky, what is causing this backlog? 

Mr. Barofsky. Verbal modifications. This is the result of not get- 
ting fully documented income verification, full documents at the 
outset of the mortgage modification process. That decision is what 
drove up the number in GAO’s chart there of the spike of getting 
a high number of trial modifications, but without getting that docu- 
mentation up front you see them languishing 5, 6 months because 
it takes that long for the documentation. 

And sometimes the documentation never will come, never could 
come because the documents won’t match up with the verbal num- 
bers. I think that is one of the primary reasons why you see those 
types of backlog. 

Mr. Chaffetz. OK. My time is short and we have votes. We obvi- 
ously need more information to ferret this out more. 

Mr. Dodaro, this chart here, I am looking at the source. It says 
cumulative figures taken from the January 10th HAMP servicer 
performance report. Monthly figures are GAO calculated using cu- 
mulative figures. If it is cumulative, why would trial modifications 
start to go down? If you could help clarify that for me? I see the 
permanent modifications continuing to go up, but if they are truly 
cumulative numbers I don’t understand why any number would 
ever come down. 

Mr. Dodaro. Those are monthly. 

Mr. Chaffetz. Monthly figures? OK. 

Mr. Dodaro. Yes. 

Mr. Chaffetz. It says cumulative, and I just — ^you can clarify 
that for me at some point. 

Mr. Dodaro. I think it is calculated back from the cumulative 
figures but it is on a monthly basis so that we could see the path. 

Mr. Chaffetz. OK. 

Mr. Dodaro. And I think the point being even though trial modi- 
fications are going down slightly because now they have moved 
back to documenting income up front, you may see a higher per- 
centage of conversions to permanent modifications, but we will 
have to wait and see. 

Mr. Chaffetz. And then, finally, there was an assertion here 
that African Americans are 50 percent less likely. Why is that? 
What is happening here? Why would that happen? I can’t remem- 
ber who brought that point up in the prior 

Mr. Taylor. I did. Do you want me to answer? 

Mr. Chaffetz. Yes. 

Mr. Taylor. Look, they started out with disproportionately bad 
loans that were — the subprime high-cost lenders really targeted Af- 
rican American and Latino neighb^orhoods, and so they are starting 
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with just a more difficult problem in terms of having to modify 
those loans to begin with. 

Let me just say on your 

Mr. Chaffetz. I would think that the 

Chairman Towns. The gentleman’s time is expired. 

Mr. Chaffetz. Understood. Thanks, Mr. Chairman. 

Chairman Towns. All right. 

I now yield to the gentlewoman from California, Congresswoman 
Watson. 

Ms. Watson. The question just came up about African Ameri- 
cans and what is happening there. I would like to just let you know 
in my district — I am Los Angeles, 33rd, Los Angeles and Culver 
City — I have 2,400 cases of foreclosures in my district because of 
the subprime marketers. They would say, well, how much do you 
make, and then they said, well, $3,500, well, let’s mark it up to 
$5,000, and then the payments in a few months go up and they 
can’t afford it. Then they lose their job on top of it. They have 
plagued my district, particularly, the seniors and particularly those 
at the lowest end of the socio-economic pool, and it is just one of 
those situations that is almost bordering on the illegal. 

So we have a big problem, and particularly in minority commu- 
nities, because they are the ones that can’t find jobs and they lose 
their jobs first. 

Now, with that being said, Mr. Dodaro, according to the GAO’s 
July 2009 report, as of the third quarter of 2009 more than half 
of all modified loans re-defaulted within 6 months, and I am find- 
ing within my district — and this can be documented — we were try- 
ing to capitalize the banks too big to fail. They didn’t give out. 
They didn’t do the assistance to the homeowners that they should. 

However, in the HAMP program, only borrowers with high levels 
of household debt must agree to obtain debt counseling, and the 
Treasury Department is not adequately monitoring the require- 
ment, despite the fact that financial literacy is critical to ensuring 
that the mistakes which led to the current economic crisis are not 
repeated. And it is not all on the part of the homeowner. 

So what are the most common causes of re-default for HAMP 
borrowers, and what steps is Treasury taking to prevent it? And 
should there be counseling for the borrower before they sign on the 
dotted line? Mr. Dodaro. 

Mr. Dodaro. Yes. First, of the 170,000 permanent modifications 
that have been made under the first lienholder program in HAMP, 
1,473 have re-defaulted so far. Now, on the counseling issue. Treas- 
ury requires the borrowers over 55 percent or payment of their 
monthly income, gross income, have to counseling, but they are not 
following up and making sure that counseling actually gets con- 
ducted. 

I am very disappointed in their response to that area. They be- 
lieve it is not cost effective for them and the servicers to do that. 
There are ways to do it more cost effectively through followup ac- 
tivities. 

I think this is a huge missed opportunity to deal with financial 
literacy, to deal with consumer education, and I hope that Treasury 
reconsiders and implements our recommendation. 
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Ms. Watson. Let me then address my next comments to Mr. 
Barofsky and back to you, Mr. Dodaro. 

According to Treasury estimates, up to half of all borrowers at 
the risk of foreclosure have second liens on their property. Since 
having a second lien can result in much higher foreclosure rates. 
Treasury announced the second lien program on April 28, 2009; 
however, only two servicers have enrolled in the program and no 
second liens have been modified. 

Why has the 2MP program not been effective thus far, and what 
more should the Treasury Department be doing to ensure the pro- 
gram successfully prevents foreclosures? 

Mr. Dodaro. On the second lien program, we think Treasury 
needs to make all the specific requirements known so that the 
servicers know what they are signing up for, and so we think that 
will help move that program forward once that is done. 

Ms. Watson. You know what is very baffling to me, and I am 
sure many of my colleagues — I will close with this — is how all of 
this started. I was sitting here when Paulson and Bernanke came 
and said, help, help, the house is on fire. What do you do? You call 
9-1-1 and you get somebody out there. We are 9-1-1 and we got 
somebody out there to capitalize them so they could put out the fire 
and people could save their homes. It has not happened. 

I think that Treasury is trying, but we still don’t know, and the 
risks that were taken is being paid for by the taxpayers, and the 
seniors and the uninformed people are the victims. 

Thank you, Mr. Chairman. I yield back. 

Chairman Towns. I thank the gentlewoman from California. 

I now yield to the gentleman from Missouri, Mr. Luetkemeyer. 

Mr. Luetkemeyer. Thank you, Mr. Chairman. 

As I sit here today we are talking about a program here that is 
well intentioned but is poorly thought out, thought through, poorly 
administered, and some of the comments here, Mr. Barofsky: pro- 
gram needed more planning up front. Mr. Dodaro: program needs 
more stability. Mr. Calabria: program has done more harm than 
good. Mr. Barofsky again: the voluminous paperwork causes delays. 

I think it is indicative of why we are sitting here. We wonder, 
we asked the Government to come in and help, and yet the Govern- 
ment isn’t the one who can solve this problem. 

The lady from California talks about the house is on fire you call 
9-1-1. That is fine. You talk to the local fire department. You don’t 
ask the Government from Washington, DC, who has to drive plumb 
across the country to put out a fire. I think we have the wrong peo- 
ple in charge here. 

This is frustrating to me. 

As we sit here, Mr. Barofsky, in looking at something here, it 
says that the Treasury has not monitored the requirement that 
borrowers with high levels of household debt obtain debt counsel- 
ing. I mean, if we are looking at folks who are going to try to re- 
write their mortgages, why are we not doing that? Why is the 
Treasury not — is there some sort of enforcement provision here 
that will force them to start doing it now, or is this going to just 
be blown off and be forgotten about like some of these other things 
that we are talking about? 
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Mr. Barofsky. I am going to defer to my colleague, because that 
finding is part of his report. 

Mr. Luetkemeyer. All right. 

Mr. Dodaro. What Treasury has told us, they have consulted 
with the servicers and they think it would be too costly to track 
that provision. I don’t buy that as an acceptable answer. I think 
it should be followed up on. There should be cost-effective ways to 
find out whether counseling is done or not. I think it is integral 
and important, particularly if we are looking at trying to reduce 
the occurrences of re-defaults going forward, and to make sure that 
the borrowers are empowered with the best information that is 
available to them to make informed decisions and choices. 

So I would hope, as I have said, that Treasury reconsiders, im- 
plements our recommendations, and if not, I would encourage the 
Congress to make it mandatory. 

Mr. Luetkemeyer. Who pays for the debt counseling? Is that 
something that is included in the charges that the individual pays 
here, or do we pay for that, does the program pay for that? Who 
pays for the counseling? 

Mr. Dodaro. I will have to get back to you with that answer. 

Mr. Luetkemeyer. Mr. Taylor, you look like you know the an- 
swer. 

Mr. Taylor. Yes. Well, HUD pays for HUD-certified counselors. 
Some of the banks pay for the counseling. I don’t know if the pro- 
gram — NeighborWorks, of course, is funded by this Congress. They 
fund a lot of the organizations. 

Mr. Luetkemeyer. So there are other outside sources that pay 
for it. 

Mr. Taylor. They want to help. In fact, under the FTC require- 
ment, whenever a person goes in for a modification they are sup- 
posed to be informed of the availability of counseling. The problem 

is, in the survey we just did, the mystery shopping of 100 servicers, 
we found out that 80 percent of the time they are not told about 

it. 

Mr. Dodaro. Congressman, my staff informs me that HUD pays 
for the counseling in this program. 

Mr. Luetkemeyer. All right. 

Mr. Calabria. 

Mr. Calabria. My recollection is we probably appropriated $400 
million to $500 million over this course of action for counseling, so 
it is a significant amount of money out there. Despite the charac- 
terization of my testimony saying do nothing, my testimony, quite 
frankly, suggests that one of the things we do need to do is connect 
counseling to the labor market. 

For instance, I talk about in my testimony that mass layoffs have 
very large effects, disproportionate effects on the housing market 
because somebody loses their job and there is a big impact on the 
housing market. One of the things that can be done, for instance, 
is connecting counselors to the employers so that the last day of 
work, where you have 50 people on the factory floor, you can give 
them financial assistance, financial counseling, literacy right then 
and there, because you know if you lose your job in a mass layoff 
you are likely 6 months, 9 months down the road to get into finan- 
cial trouble. 
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One of the things we are continuing to emphasize, we cannot just 
sort of wait until horse is out of the barn door. You need to get peo- 
ple on the front end before they get into financial trouble and avoid 
this to start with. 

Mr. Luetkemeyer. You made a comment about $400,000 per 
modification. Can you explain that figure. 

Mr. Calabria. Let me say, as the Congressman pointed out, that 
was in the assumption of the if — that we spent this $75 billion. I 
certainly hope that we spend it a whole lot more effectively. That 
was simply — this is how much we have appropriated, essentially, 
divided by how many people we were likely to help. 

Mr. Luetkemeyer. That you anticipate helping? 

Mr. Calabria. That I anticipate helping. 

Mr. Luetkemeyer. It would be cheaper to write them a check, 
wouldn’t it? 

Mr. Calabria. Cheaper to buy them a house. 

Mr. Luetkemeyer. Imagine that. 

Mr. Taylor, you mentioned something a minute ago. You wanted 
the banks to meet you halfway. Can you explain that comment, 
please? 

Mr. Taylor. Sure. So there aren’t a lot of clean hands in this 
whole debacle, and certainly the role that Wall Street played can- 
not be over-stated. So the solution to this must be a principal 
write-down program. The answer to resolving this crisis is we have 
to get the monthly payments down. Interest alone is not working. 
You heard Representative Issa talk about Bank of America’s initia- 
tive. I know that CitiBank and some of the other banks, at least 
in some of their portfolio lending. Wells, on the loans that they 
have in portfolio, we are beginning to see some principal write- 
downs. That is what is going to put people in a position, those who 
are still working, to be able to continue to pay on their mortgage. 

So I think without that kind of initiative, I don’t see that we are 
going to make a lot of progress. 

Chairman Towns. The gentleman’s time has expired. 

Mr. Luetkemeyer. Who foots the bill for that? 

Mr. Taylor. Well, who foots the bill is the folks that kind of cre- 
ated this crisis in the first place. Wall Street and the big banks re- 
duce the principal. And then what the Government can do is step 
in and act as a guarantor for the balance. But get it down to some 
reasonable amount where you are going to keep the families in the 
house, and eventually the equity appreciation over time will bring 
value back to the homeowner. So it is the industry stepping up and 
matching, at least, the Government’s initiative here. 

Mr. Luetkemeyer. Thank you, Mr. Chairman. 

Chairman Towns. The gentleman’s time has expired. 

I now yield to the gentlewoman from California, Congresswoman 
Chu. 

Ms. Chu. Well, I have a constituent, Daisy Cardale, whose par- 
ents are on the brink of losing their home to an auction in less 
than a week. They applied in the HAMP trial period plan for 3 
months and they entered into that with JPMorgan Chase. They 
submitted their payments timely each month, but during that time 
period they hardly received any feedback on what was going on, an 
you status updates or anything. And then finally 5 months later 
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they received a letter from Chase indicating that they were denied 
and that their house was going to be auctioned off in 30 days, even 
though they had faithfully made their payments. 

The system has to be better than this. Here they were put on the 
string for 5 months, and now it is going to be auctioned off almost 
immediately. 

I am concerned about the lack of notice, but also about the lack 
of an appeal process. While with the introduction of borrower no- 
tices on January 1, 2010, homeowners are finally able to see at 
least a reason for modification denial, but I would like to ask Mr. 
Taylor, does the introduction of borrower notices do enough to en- 
sure that HAMP-eligible homeowners can appeal an unfair denial? 

Mr. Taylor. I think it would be helpful. I wouldn’t say that it 
does enough. And I think what you are really getting at, and, inter- 
estingly enough, from both sides of the aisle we have heard exam- 
ples of people who are trying to avoid a foreclosure who are still 
working, going to the HAMP program, and then being in the proc- 
ess and still not having any success. 

So, like the example you just gave, I hate to say it is not very 
uncommon, but let’s really look at where the problem lies. The 
Treasury would love to see those loans become permanent modifica- 
tions, but the servicer and the lender has to agree to that. 

So if somebody fills out all the applications and submits all the 
information, applies for the modification, and 3 months go by, 5 
months go by, and it looks like everything is fine, and then all the 
sudden they get a foreclosure notice — and, again, not uncommon — 
if we can’t get the servicer and the bank, itself, to agree to make 
that modification. Treasury loses as well as the rest of us. 

So, again, it is a voluntary participation program. There has to 
be a mandatory participation so that the lender isn’t sitting there 
going, “well, I will just string this along long enough to see whether 
maybe equity grows in the property, maybe foreclosure is a better 
option, and for most banks it isn’t, and maybe I will just postpone 
the foreclosure process on this and see if I have a better deal at 
the end.” 

There needs to be, like, I have to do this because it is now man- 
datory. We will get more folks. Obviously, this doesn’t get to the 
unemployment, but there are solutions for unemployment, includ- 
ing what Barney Frank has offered as — and I really urge members 
of this committee to take a look at the bill that he has put forward 
to help people who are on unemployment that will help them tem- 
porarily remain in their house, either to find work or to be able to 
refinance or — sorry, to sell their home. 

So I don’t think the notification is enough. I think it will be help- 
ful. I think we have to have mandatory participation in this pro- 
gram so that we don’t have these 3, 5, 6 months of stringing people 
along only to find out that they are still going to foreclose anyway. 

Ms. Chu. Yes? 

Mr. Dodaro. Right now there is no formal appeal process. We 
believe one is needed. There needs to be due process available to 
people to be able to do it and to have some standards and remedies 
for people that aren’t complying with the requirement. So we are 
looking at that right now. 

Ms. Chu. I appreciate that. 
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What recourse do homeowners have if they believe they were un- 
fairly denied a trial or a permanent modification before January 1, 
2010 ? 

Mr. Taylor. Very little. 

Ms. Chu. That is it then? 

Mr. Taylor. Yes. 

Ms. Chu. And, Mr. Taylor, can you expand on the unemployed 
situation? I know in one of your recommendations you talked about 
the loan program for the unemployed. 

Mr. Taylor. Right. So Mr. Calabria is right that one of the 
major 

Mr. Calabria. Can you repeat that? 

Mr. Taylor. I am not going to say that more than once. You will 
have to watch it on the video. But the fact of the matter is that — 
I lost my train of thought. I am sorry about that. 

Ms. Chu. Loan program for the unemployed. 

Mr. Taylor. Yes. The fact of the matter is that it is the single- 
most No. 1 reason now we are seeing most of the foreclosures. 
There are alternatives. CitiBank, for example, has proposed a 6- 
month moratorium, what they call unemployment assist, which 
would actually allow the people who are on unemployment to pay 
31 percent of their unemployment check toward their monthly cost 
for 6 months. 

This is a pretty generous, I think, helpful thing that ought to be 
standard in the industry so that people have time to find work or 
have time to find a way out of that home, to be able to sell it. 

Barney Frank and his committee has proposed — I don’t have the 
bill number in front of me, but essentially a program that is going 
to assist people financially to be able to stay in their homes for a 
period of time again where they can either find gainful employment 
or be able to sell their home. But both of those I think are reason- 
able, rational solutions to try to deal with a growing contribution 
that the unemployment problem has to the foreclosure crisis. 

Mr. Clay [presiding]. The gentlewoman’s time has expired. 

The gentleman from California is recognized. 

Mr. Bilbray. Thank you, Mr. Chairman. 

Mr. Calabria, I want to thank you. In a town that we keep hear- 
ing people need to be more bipartisan, you were very bipartisan by 
blaming both the present and the past administration on this item. 
I just say in the spirit of bipartisanship, I think a lot of this we 
have to recognize wasn’t just, Mr. Taylor, Wall Street, but we are 
really at fault, too, I think. 

The fact that you had bipartisan effort here, you had one side 
feeling that we are going to push this almost as a social program, 
that everybody owning their own house was going to be a great so- 
cial experiment, and those of us on the other side seeing that 
homeownership is reflected in political activity, a different involve- 
ment in community, whatever. I think Democrats and Republicans 
politically have a fault here. 

I guess our fault was the feeling that a good thing pushed too 
far is not a problem. I think that history has proven, just as the 
consumer pushed too far, I think the political process and the eco- 
nomic people that say, look, you can make money doing this, by 
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selling this product to this group, we just keep expanding the mar- 
ket just by lowering the standard and the thresholds. 

I think we are all at fault and got pulled into this, and, I think 
as Greenspan said, who would have thought. 

My big question here is no one is talking about a flip side on 
this. I am hearing in San Diego that there are people out there 
ready to buy and take these sales, take these loans over, take over 
the home, but because we are caught in this system that takes so 
long there are massive amounts of market out there that is not 
available for the free market to take over these debts. 

Anybody got any answers there or any comments on that, be- 
cause I think that we are not talking about, there is the keep the 
person in the home, figure out how to make them pay. You pointed 
out, the greatest threat is jobs. What do you do with somebody who 
is not going to have the job for the next year? Do you continue to 
carry this and is this the way to go, or do we also get the other 
option that the person with the job who doesn’t have a home would 
like to buy, take over the payments, isn’t being allowed to access 
the market because it is basically being frozen by this process. 

You had a comment about that? 

Mr. Calabria. I think what we really need is we essentially need 
two processes. We need a process for people for who it is sustain- 
able, they hit a bump in the road, we can fix that. But we really 
need a process — and John mentioned you have people who go 
through modification, 6 months later it doesn’t last. We don’t do 
them any favors keeping them in that situation. 

So I would say on one end we actually are better off trying to 
get that through the process, and certainly lots of places in Califor- 
nia, for instance, it is cheaper to rent the comparable home. 

Mr. Bilbray. Absolutely. 

Mr. Calabria. And I would say it is not just me. Dean Baker, 
who is a well-known progressive economist, has made this argu- 
ment that you are better off helping many of these families become 
renters because they pay twice as much on their home. 

So with that said, I do think you need a different process for peo- 
ple who there is no way that they are going to be able to sustain 
that home and we should stop pretending, and then for people who 
can, you need to take them on a different track. 

I guess I would say, as a general overall, I don’t think we are 
doing the housing market a favor trying to blow the bubble back 
up. The best thing we could ultimately do is to let prices correct 
and people will come into that market, because one of the big prob- 
lems with this is one of the incentives for the bank, for instance, 
in its present value test, and for the homeowner is not simply 
house prices today but house prices tomorrow. And even if you did 
a write-down to where there are the mortgages at the value of the 
house, well, if the house value declines another 10 percent over the 
next year, then they are underwater again. So we need to make 
sure these things actually work the first time rather than continu- 
ing to try to chase this. 

Mr. Bilbray. Mr. Taylor. 

Mr. Taylor. Yes. Thank you. I don’t know where to begin on this 
one, but let me first say we have 11 months of inventory, vacant 
housing, 11 months of — usually normally in the economy it is 2, 3 
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months of vacant housing. We are piled full of vacant housing that 
is available for renting, and I agree that is a viable and sensible 
option for many people. 

But remember when we just say that just let the market correct 
and put more inventory out there, first off it kills the building in- 
dustry. That is one thing. That is one of the reasons we have such 
a high job loss. 

But the second thing is, remember that every one of these keys 
represents a family, a household who thought they were getting 
into a feasible loan. Less than 10 percent of the people who got 
these bad loans, less than 10 percent went to people getting new 
homes. Most of the stuff was refinancing or taking money out 

Mr. Bilbray. Let me interrupt. You are right. You are absolutely 
right. A lot of this was the market was sold as a way of making 
money, too. 

Mr. Taylor. Yes. 

Mr. Bilbray. It was a way of “this is a great investment.” Now, 
you and I know that doesn’t exist within the foreseeable future. 

Mr. Taylor. Pay off the credit cards. I mean, all these other 
things. 

Mr. Bilbray. And the big one is, are we politically brave enough 
to say, look, there is a lot of people that got into this looking to 
make a profit. That profit is not going to be out there. And the fact 
is it is much more cost effective for them to rent than to continue 
to grab for something that will never have the profit that they 
originally made, and basically cut the losses, move forward, and ac- 
tually be ahead of they don’t continue. 

Are we politically brave enough to admit that? 

Mr. Taylor. I think the political bravery is also to recognize that 
there are millions of American families who are hard working, blue 
collar families who simply suffered from, for whatever reason you 
want to believe, whether you think they bit off too much or wheth- 
er the market gave them a loan that they shouldn’t have gotten, 
it doesn’t matter. 

Mr. Bilbray. I think it is both. I think we can agree that it is 
probably both. 

Mr. Taylor. OK. Does it matter that we try to keep as many of 
these homeowners in their homes as possible? Does it matter to us 
as people, as Members of Congress? Does it matter to the economy? 
The answer is absolutely yes. If we continue to watch these fore- 
closures mount and become more rental properties available, we 
will continue to watch a devaluation of property values for all 
Americans’ housing and an undermining 

Mr. Bilbray. Mr. Chairman, I think they missed the point 
though. I am being told quite openly that there are individuals who 
would like to get into this market, but because of the way we are 
dragging this off — and this gets back to this not giving answers, 
not being able to close, either yes or no in the line, that the other 
option of being bought out of the hole is not being made available, 
and it is the government programs’ delay that you were talking 
about, Mr. Taylor, that is leading to this other option we go into, 
because I think you agree, if it was your children, if it was your 
friend, you’d say it is better for you in the long run to get out of 
some of these deals. It is not just an abstract. 
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Thank you. 

Mr. Clay. The gentleman’s time has expired. 

The gentlewoman from Ohio, Ms. Kaptur. 

Ms. Kaptur. Thank you, Mr. Chairman. 

Mr. Clay. You are welcome. 

Ms. Kaptur. Thank you, Mr. Barofsky and to all of our excellent 
witnesses today. I have a little statement I want to make, but my 
question to all of you will be: what would be your top recommenda- 
tion to President Obama and Secretaries Geithner and Donovan to 
address stabilization and recovery in our housing market and 
banking system? 

You have made a lot of recommendations. I am asking you to 
sort through them for me. 

But let me just make a comment that those Wall Street specu- 
lators who rigged our housing market to earn huge profits for a 
very long time through securitization have Congress just where 
they want us. They have us playing with twigs when the forest is 
burning, and the perpetrators are still making huge profits, taking 
obscene bonuses, and laughing all the way to their brokers, and I 
have no doubt laughing at all of us. 

Some of our colleagues are trying to make this a partisan issue. 
I don’t look at it that way. I am very critical of the massive Wall 
Street investment houses in cahoots with the Federal Reserve that 
led us into this abyss. And our Federal Government was full of top- 
level appointees over several administrations who came from those 
very same institutions making all of the money. 

This crisis is due to a revolving door of influence peddling of ex- 
traordinary proportion. It goes back two decades, regardless of who 
was President and regardless of who sat in this Congress. Wall 
Street simply used its power with a vengeance, and they still are. 

Mr. Taylor, I want to thank you for your testimony. You speak 
for the American people who have been harmed. You speak for the 
people in my district. Your voice is very clear and it is very impor- 
tant. 

One of the questions I have of you, and then we will open it up 
to the other witnesses here, you produced the keys this morning. 
Let me ask you this: to your knowledge, could each family who had 
one of those keys, would the institution that financed their loan 
during a foreclosure proceeding be able to produce the original note 
in that proceeding, or only a copy or some sort of facsimile of it? 
And what is your opinion about the legality of that in foreclosure 
proceedings? 

Mr. Taylor. Well, of course, the courts have ruled that they do 
need to produce those documents, several State courts. In several 
States they have ruled that they need to produce the certificate of 
ownership, and some of these — many of these financial institutions 
have had difficulty doing that because here is a loan that New Cen- 
tury made, here is a loan that Option One made, here is a loan 
that AmeriQuest made, here is a loan that Countrywide made, and 
it goes on and on and on, all these businesses which no longer 
exist. 

As they sold off these things through this Ponzi scheme involving 
Wall Street to just move all this paper out from local communities 
and brokers and lenders, the certificate of ownership did not trail 
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them. They just kept moving the paper and moving the profits and 
everybody taking fees along the way. 

So generally if you or I were suing somebody for anything and 
we were claiming that I had the right and the ownership over this, 
we would have to produce something for the court that, in fact, sig- 
nifies that, and the fact that they can’t ought to stop the proceed- 
ing unless and until they are able to do that. 

Ms. Kaptur. Yes. And why aren’t our judges doing that across 
the country? Do they not know the law? 

Mr. Taylor. Why aren’t the judges doing it? Well, some judges 
are, I am happy to say, in different circuits. But for those States, 
for Governors and elected officials who are looking to try to prevent 
the level of foreclosures that continue to rise in their congressional 
districts, they might want to send a letter to the judges to inform 
them about this legality. 

Ms. Kaptur. Sir, if I could say, I hope you go address the Na- 
tional Sheriffs Association. I think that there is a job that your or- 
ganization could do to get this word out, because I think we have 
to fight back 

Mr. Taylor. Yes. 

Ms. Kaptur [continuing]. With every weapon we have. And there 
isn’t much time for the other panelists to answer at this point, but 
I very much would appreciate the top recommendation that you 
would say to the President right now to address the concerns that 
you have brought before us today. 

Mr. Barofsky. Well, our unadopted recommendation in this re- 
port is re-examining the vulnerability of this program to re-default. 
I do think that is essential, and Treasury has indicated they will 
not. Without doing so, the program is going to be vulnerable to one 
where mortgages are, even those that make permanent modifica- 
tions, may drop out with a total waste of taxpayer money, and even 
potentially harming some of those homeowners, so I think reassess- 
ing and evaluating and coming up with ideas to address the 
vulnerabilities to re-default very quickly would be the unanswered 
recommendation in our report. 

Ms. Kaptur. Mr. Barofsky, I would also appreciate from you an 
evaluation of Franklin Roosevelt’s Homeowners Loan Corp. Several 
Members have sent a letter over to Secretary Geithner asking him 
to take a look at that. I hear what you are saying to me about the 
existing program. The existing program is a failure. We have to 
look at other structures that we need to recommend to the adminis- 
tration, and I would be — ^your experience, your knowledge would be 
very valuable to us if you are able to do that within your authority. 

Mr. Dodaro. I would say, because economic circumstances are 
different in different parts of the country, borrowers are in dif- 
ferent circumstances, top recommendation would be for Treasury is 
to institute the other facets of their program, the second lien modi- 
fication, the mortgage alternative program, the hardest hit pro- 
gram which begins to deal with some negative equity and deal with 
people who have lost their jobs. So you need a range of alter- 
natives. Right now the only one is the second lien, or excuse me 
first lien program. You need more options. 

Mr. Clay. The gentlewoman’s time has expired. 

The gentleman from North Carolina is recognized for 5 minutes. 
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Mr. McHenry. Thank you, Mr. Clay. Thank you, Chairman Clay. 

Mr. Barofsky, your audit is very forthright. This is a failure. This 
program is a failure and it is a waste of taxpayer dollars. But there 
are interesting insights. 

What did you discover about this modification program in terms 
of homeowners who get temporary modifications hut then fail to get 
the permanent workout? 

Mr. Barofsky. We believe a lot of this is — one of the problems 
about re-default and the reasons for re-default is that Treasury 
hasn’t yet been collecting data. They are going to be collecting data 
in 2010. But we believe that one of the primary reasons for this 
was the absence of documented, fully documented verification of in- 
come at the outset of the program. 

Treasury is encouraging, in order to meet certain mile posts for 
trial modifications, was encouraging these verbal modifications, 
and I think that has fueled a lot of what you are discussing, the 
reason why they are not being converted and dropping out. 

Mr. McHenry. So verbal modification. So based 

Mr. Barofsky. Don’t work. 

Mr. McHenry [continuing]. Stated income? 

Mr. Barofsky. Yes. 

Mr. McHenry. Which is, I believe, from the rhetoric of this ad- 
ministration, which is exactly what got us into this with the 
subprime marketplaces, how much do you make. Well, whatever 
you say you make. And so in essence the Government policy has 
been able to — has been to take private sector subprime loans and 
make them public sector subprime loans. 

Mr. Barofsky. There is a similarity to the liar loans that I inves- 
tigated as a Mortgage Board prosecutor. 

Mr. McHenry. So very similar? 

Mr. Barofsky. Similar in entering into the trial portion of the 
program just on stated income. It didn’t work then, it is not work- 
ing now, and, look, to Treasury’s credit they have identified that 
it is not working and as of April 15th they will no longer be accept- 
ing verbal modifications, but it was one of the driving causes of this 
huge backlog and low numbers of conversions. 

Mr. McHenry. OK. So your audit also says that those that get 
a permanent workout have a very high risk of default. 

Mr. Barofsky. We don’t know what the risk is, but we do think 
that it is vulnerable for re-default. There are several aspects of the 
program that make it vulnerable to re-default, and that is a real 
danger of this program for its long-term success. 

Mr. McHenry. Such as? 

Mr. Barofsky. Well, for example, negative equity is one of the 
highest predictors of re-default, and the average HAMP modifica- 
tion, the loan is underwater. Left unaddressed, along with the 
other factors, the statistics show that negative equity can lead to 
high areas of re-default. 

Also, the amount of whether these payments will ultimately still 
be affordable, the percentages and amounts don’t account for other 
debt, crushing credit card debt and other debt that may make even 
a modified payment unaffordable. Also, the structure of the pro- 
gram is that we call them permanent modifications, but they are 
not permanent. They last for 5 years and then the interest rate 
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starts to reset, a lot like some of the subprime loans that you were 
referring to earlier, and we just give one example where within a 
couple of years at the end of the program the payment can go up 
as much as 23 percent, which again would put pressure on poten- 
tial re-default if the income doesn’t go up in a commensurate 
amount. 

Mr. McHenry. And what did your audit find about the Treas- 
ury’s pressure on servicers to modify these loans? 

Mr. Barofsky. Well, we had one servicer who responded that, 
based on the public pressure that Treasury was exerting outstand- 
ing increase trial modifications, that they changed the way that 
they did business. They went from doing fully documented modi- 
fications to verbal. 

Mr. Dodaro in his testimony today, in GAO — and again I don’t 
want to speak for GAO. He could speak on this. But they have indi- 
cated very similar types of patterns. 

I will defer to my colleague to explain that. 

Mr. McHenry. Certainly. 

Mr. Dodaro. Yes. Basically, the ratio of high debt to income is 
a predictor of re-defaults, and part of the requirements in the 
Treasury was to get those particular borrowers with high ratios 
like that into counseling to help them understand the situation, 
and this is one recommendation that we have made to Treasury 
that they haven’t yet implemented. We think it is important and 
really will help address as best as possible this question of trying 
to minimize the re-defaults, as well as having this mortgage alter- 
native program available. 

So up front, if the decision is made going forward that the trial 
modification doesn’t make sense, there is a smooth exit strategy for 
short sales or other purchases to help the borrower get reallocated. 

Mr. McHenry. And that is not a part of current Treasury policy? 

Mr. Dodaro. That program has been in the works but not yet 
implemented. That program, the second lien program, and this 
other one, hardest hit areas fund, are not operational yet and need 
to be. 

Mr. McHenry. Thank you, Mr. Chairman. And thank you for 
your testimony. 

Mr. Clay. Thank you, Mr. McHenry. 

We will now recognize Ms. Speier of California for 5 minutes. 

Ms. Speier. Thank you, Mr. Chairman, and thank you to all of 
the witnesses for appearing here today. 

Listening to this testimony is very discouraging. I think of this 
program as a program of death by a thousand cuts. It has failed. 
It has failed miserably. And, unfortunately, we are incapable of 
saying, “All right, this was an experiment. It didn’t work. Let’s try 
something else.” And we just start layering more and more regula- 
tions, more and more elements to it. 

Half of all the foreclosures are negative equity loans right now. 
Half of them have already re-defaulted. Half of them have second 
liens. And in this program we don’t consider non-mortgage debts as 
a factor in the modified payment. We are setting ourselves up for 
failure. The program doesn’t work. 

Now, on top of everything else, it is voluntary. Let me give you 
an example from my district. This is a homeowner in Daily City. 
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He had an Indie-Mac loan of $609,000 with a 6.75 percent interest, 
a payment of $3,500 a month. He works at FedEx. He has had a 
steady joh there, but they have reduced his hours. He lives and 
takes care of his 89-year-old mother, lives with her, and his mother 
is a survivor of three breast cancers. He qualifies for Making Home 
Affordable and has made all the trial plan payments on time, con- 
firmed delivery, and contacts them bi-weekly to be sure that they 
have everything they need. And yet they are still not converting his 
loan to a permanent modification, and they have set a date for sale 
of that home for April 7th. Now that is a travesty, an absolute 
travesty. 

I am suggesting that we scrap this program, put all of these peo- 
ple who are in foreclosure in a rental status in their homes with 
the banks, create some kind of lease with option to buy, take that 
money that we have set aside for this program, subsidize the banks 
if necessary to keep them in their homes, wait this out for a year 
or two, and see if we can create a means by which they not only 
continue to live in their homes but they can re-create some kind 
of equity in their homes moving forward. 

That is just one idea of what there may be many. And my ques- 
tion to all of you is: if this gentleman in Daily City who is doing 
it right, who is in a trial modification program, who has made the 
payments on a hefty loan is having his home put up for sale in a 
matter of weeks, how can we say this program has any positive ef- 
fect at all? Question to all of you. 

Mr. Barofsky. I think you hit the nail right on the head that 
whether this program can be saved or whether a new program 
needs to be instituted, there has to be a re-evaluation. There has 
to be some self-reflection. Treasury needs to take a look at why 
these problems are occurring, where the dangers are, and make in- 
formed decisions. That is a lot of what we have been talking about 
today, whether it is the refusal to re-evaluate for re-default, our 
recommendation, or something as simple as setting goal posts and 
meaningful goals and measuring performance against those goals, 
because if you don’t do that you can’t have that type of self-reflec- 
tion, that self-assessing of how to fix it. 

So I think that the concerns that you raise are similar to the con- 
cerns that we raise, and Treasury is going to need to take a good, 
hard look at this program, look at these concerns, and decide if 
they want to continue this program, if it is fixable, or whether to 
try something in the alternative. 

Mr. Dodaro. First, you need to explore other alternatives. We 
agree with that, and we think some of the other alternatives that 
Treasury has been planning are viable and should be tried, as well. 
But you have 800,000 people in these active trial modifications 
right now that need to be dealt with equitably. They entered into 
this in good faith, and they need to be dealt with. They don’t have 
an appeal process if they are running into difficulty. We think they 
need an appeal process. There needs to be good communication. 
There needs to be servicers held for compliance. I mean, we sort 
of set this in motion. We can’t abandon it without properly treating 
these people in this period. But you need other alternative pro- 
grams, and certainly that needs to be addressed. 

Your idea, among others, needs to be explored. 
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Ms. Speier. Your point about an appeal process is helpful. It 
would be helpful to this constituent of mine. But, again, the whole 
system is so arbitrary. It is voluntary, and it is arbitrary, and it 
is not working. So, I mean, I can see where we need to take care 
of those who are in some trial modification, but this gentleman is 
in a trial modification and his house is being sold from out from 
under him. 

Mr. Dodaro. All I can say is that is why we made recommenda- 
tions to the Treasury last July to put these processes in place and 
to make sure there was a compliance program with the providers. 
I mean, I am not sure what the specifics are here, obviously, but 
there needs to be a process in place so people are dealt with in a 
due process fashion and they get good answers and they have 
somewhere to go for help. 

There is a hotline now they can call, but that hasn’t proven to 
always work effectively. 

Mr. Clay. The gentlewoman’s time has expired. 

The gentleman from Illinois, Mr. Davis, 5 minutes. 

Mr. Davis. Thank you very much, Mr. Chairman. I want to 
thank our witnesses. 

Coming from a large midwestern city with much of it being inner 
city, I can’t tell you the number of foreclosures that exist in many 
of the communities that I represent. But as I have listened to the 
testimony, I was struck by the recommendations that the 
gentlelady from California made, and I think she would have been 
an excellent Secretary of the Treasury, or at the very least the Sec- 
retary of Housing and Urban Development. That is because I be- 
lieve very strongly in the concept that if you start with a faulty 
premise you are going to arrive at a faulty conclusion. 

I think many of the concepts in this program were faulty from 
the beginning. And so it was inevitable that it becomes the failure 
that people are expressing or that we are not experiencing any 
more success with it than what we are experiencing. 

I also don’t believe that you can defend the indefensible, that you 
simply are going around and around and around and around in cir- 
cles. 

But let me ask you, Mr. Barofsky, who is the typical HAMP par- 
ticipant? I mean, who is the typical homeowner facing foreclosure 
who attempts to make use of the program? 

Mr. Barofsky. I am not able to answer that question, but I think 
that is a question that many have raised. The congressional over- 
sight panel raised this issue in their October report. It goes to the 
very question of who is this program designed to help. Is it the 
homeowner who signed up for a predatory loan with a resetting op- 
tion ARM that reset to 8 or 9 percent and an increase of $3,000 
a month, or is it the hard-working family that perhaps had even 
a prime fixed rate mortgage but lost their job and are unable to 
make necessary payments? 

But I think it is an important question. We have the median in- 
formation, how much the median loan and what the median inter- 
est rate and the median deduction, but I don’t think that is really 
what your question is asking. 

Mr. Davis. Are there ceilings or floors? I know people who have 
mortgages of $350,000 who earn $65,000 or $70,000 a year. Of 
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course, for the sake of me I couldn’t imagine how they managed to 
acquire that. And the question: is there any salvation for them to 
salvage whatever it is they have put into this and get out of it? Mr. 
Taylor, would you respond? 

Mr. Taylor. Yes. Let me just say that the typical person going 
through the program is all ethnicities, mostly modest income, dis- 
proportionately older, older being 50 and older, and most with fam- 
ilies with children. 

On your second question 

Mr. Davis. The high mortgage individuals. 

Mr. Taylor. Yes. Sorry. The way the program is designed is to 
get the housing cost down to the 31 percent of the household in- 
come. That is the goal. So the two methods for that to happen is 
for the servicer or the lender to reduce either interest, principal, or 
both. The problem is that most of what has occurred has been in- 
terest deduction and we now understand we are not going to get 
very far without principal reduction. 

The other alternative for the family you presented is some sort 
of a patient, non-foreclosure scenario where they have time to be 
able to either sell their home or to find additional employment, 
which could ratchet up their income to be able to handle that size 
of mortgage. 

Those are the two methods that are available, or should be avail- 
able. 

Mr. Davis. When the crisis hit, one of the recommendations that 
some of the community groups and people really attempting to deal 
made was that you try and keep people in a property because if 
you actually foreclose on it everybody loses in that transaction. 

Mr. Taylor. That is right. 

Mr. Davis. That is the property loses its value, whatever value 
it had, in a relatively short period of time. In many of the commu- 
nities that I represent, if somebody moves out of one, in 2 weeks 
it is decimated. I mean, whatever was there is gone. So this ques- 
tion of working out agreements where people might be able to rent 
until they reach the point where they can actually pay a mortgage, 
or if there is a possibility of not only salvaging what they have put 
in, but the property, the asset, itself, how does that idea approach? 

Mr. Taylor. I think you are absolutely right. I think we are all 
impacted by continuing mounting foreclosures. We all lose. People 
who are paying on their mortgage who have a prime mortgage, 
have no problem paying their mortgage, they watch their house- 
hold value, their house value continue to deteriorate every time 
there is a foreclosure within a block of their house. Then, when you 
have multiple foreclosures, there is a rapid decline in value. 

So we are all losing, as I said earlier. Roughly $7 trillion in home 
equity has been lost by the American public. So I don’t agree with 
the Congresswoman from California about let’s just let them all fail 
and a year later we will sort of pick up the pieces. Let’s find some 
rental situations. I think if we allow another 8 million homes to go 
into foreclosure it will have a devastating, devastating effect on our 
economy and the job losses will continue to rise. 

Mr. Clay. The gentleman’s time 

Mr. Davis. Let me thank you, Mr. Chairman. I agree with you 
because I believe that wherever there is a will, there is a way, and 
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that if we would have the courage to make the kind of decisions 
that need to be made, we could, in fact, salvage many of these 
properties, turn them around, and salvage everything that people 
have put into them. So I thank you for this hearing, Mr. Chairman, 
and I yield back the balance of my time. 

Mr. Clay. I thank the gentleman. 

Every day I hear from constituents who are among the over 4 
million Americans who are going through foreclosure, and are fac- 
ing pending foreclosure and suffering with underwater home val- 
ues. Just this month foreclosure rates hit an all-time record high 
in St. Louis and my home town. 

Mr. Taylor, just this week the National Urban League reported 
that Blacks and other people of color are suffering from the hous- 
ing crisis at far higher rates than Whites, and yet, according to 
your research, you report racial disparities in that minority borrow- 
ers are less likely than Whites to receive trial and permanent 
modifications. 

Can you explain your methods and these findings further? 

Mr. Taylor. Yes. Essentially, we have a dual system of mortgage 
finance in this country, one for Whites and one for Blacks, and it 
is really unfair. If most people really understood just how unfair 
it is, most Americans would really think we should not tolerate it. 

I mean, make no mistake about it. Black and brown communities 
were targeted by subprime high-cost lenders after the banks had 
left and abandoned those neighborhoods and closed their branches, 
so that — and let’s face it, when we are talking about minority, 
whether it is Black or brown, we are still talking about people who 
are working and people, perhaps their income isn’t as high, but 
they are people who are working. They have families. They have 
all the same hopes and dreams of any other family in America. But 
the available basic banking services for that population are payday 
lenders, check cashers, and pawn shops. That is a disgrace. 

The available mortgage lenders are these fly by-night options or 
fly by-night, independent companies that set up their little shops 
and advertise low rates and whatever and tease people in with 
these rates, only to give them loans that are totally inappropriate, 
that they know are unsustainable. That is what really happened. 

Now people are trying to get out of those situations. Even now, 
under the mortgage modification programs that are available, are 
still even now being disproportionately treated along racial lines. 

Mr. Clay. And can you surmise that from this data, from the 
steering that occurred, steering people of color into subprime and 
predatory loans contributed to the housing crisis that we are expe- 
riencing now? 

Mr. Taylor. Yes. I mean, a typical neighborhood 7 years ago in 
America would see 1 or 2 percent subprime loans. But you would 
go into African American and Hispanic communities and you would 
see — I am not exaggerating — 30, 40, 50, 60 percent of the mort- 
gages made on those neighborhoods were high-cost, subprime, 
unsustainable loans. 

Mr. Clay. And I see it in middle class neighborhoods in my dis- 
trict in north St. Louis County. 

Mr. Taylor. Yes. 
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Mr. Clay. I see that, and these people are pretty much middle 
income earners. 

Mr. Taylor. Yes. 

Mr. Clay. Do you have any suggestions as to how we close the 
racial gap? 

Mr. Taylor. Well, first off, there is nothing like sunshine to 
show what is occurring and being ve^ crystal clear about the dif- 
ference in treatment and who is getting what and who is not get- 
ting what, who is being offered the types of loans, so there is no 
question that the ability to produce data has elevated the conversa- 
tion and the ability to make assessments in this area, but a lot 
more needs to be done. 

Even in the HAMP and the HARP programs, it is very difficult 
to get data from these people, which drives me crazy because these 
are Government agencies and there is no proprietary stuff about 
this. Why aren’t they sharing this data with this committee and 
with everybody else, the GAO and everybody else, so we can really 
analyze what is going on? That is one of the things that ought to 
happen. 

But the recommendation that I would make, first, we really need 
to revisit the issue of judicial modification to protect people from 
losing their homes. Second, take away the voluntary aspect of 
HAMP, make it mandatory, lenders have to participate, there has 
to be principal write-down and interest write-down. Instruct 
Fannie and Freddie tomorrow to refinance the millions of loans 
that they have on their books, that they have the capability and 
authority to do right now, to refinance those loans into workable, 
sustainable loans. 

Mr. Clay. Those subprime and predatory loans? 

Mr. Taylor. Yes. 

Mr. Clay. OK. 

Mr. Taylor. Of which the estimates that they have somewhere 
between $400 billion to $600 billion worth of those loans, or $400 
to $500 million. Use all these vacant houses as a job creation pro- 
gram. All these foreclosures begin to train people to become car- 
penters, plumbers, electricians, sheet metal workers, roofers, and 
so on, to rehabilitate a lot of these homes which, as somebody 
pointed out earlier, become abandoned, become a stress on the local 
government and local community. Train people to rehabilitate and 
bring up to code and even weatherize these homes. That will create 
jobs, and at the same time create decent, affordable housing, and 
affordable rental housing. 

The Consumer Finance Protection Bureau, which has been of- 
fered — I mean, this House passed a bill and I applaud it for its ver- 
sion, but unfortunately the Senate has undermined your initiative 
by taking the Consumer Finance Protection Bureau and putting it 
in the Federal Reserve, and then putting oversight of the bank reg- 
ulators, the very people who failed to enforce all the laws and regu- 
lations we had to prevent this kind of calamity are now going to 
be the oversight board and be able to veto and control what comes 
out of that board. 

I hope you guys really fight in this Conference Committee, when 
the Senate is done weakening this legislation, that you really fight 
to create a meaningful Consumer Finance Protection Board. 
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Mr. Clay. Yes. It is going to be interesting to see it publicized 
on television and to see just who is shilling for whom. 

Thank you, Mr. Taylor. 

This panel is dismissed. 

Chairman Towns [presiding]. I would welcome our distinguished 
witnesses for the second panel. 

As with the first panel, it is committee policy that all witnesses 
are sworn in. If you would be kind enough to stand and raise your 
right hand? 

[Witness sworn.] 

Chairman TOWNS. Let the record reflect that he answered in the 
affirmative. 

Let me again thank you so much for being here. 

The Honorable Herbert Allison is the Assistant Secretary of Fi- 
nancial Stability at the U.S. Department of the Treasury. He is re- 
sponsible for developing and overseeing Treasury’s policies on fi- 
nancial stability, including the Troubled Asset Relief Program 
[TARP], under which HAMP was established. 

Assistant Secretary, again, welcome. Of course, your opening 
statement will be included in the entire record, if you have a writ- 
ten statement, but in the meantime you can proceed. We are not 
going to put the light on you. We are so anxious and eager to hear 
what you have to say, we are not even going to time you. That is 
unusual for this committee. Here in this committee we have a trap 
door, and after 5 minutes we push the button and the witness dis- 
appears. But with you, you take as much time as you like, OK? 
Thank you very much. 

You may begin. 

Mr. Bilbray. The Chair is only being that brave because you are 
not a Member of Congress. [Laughter.] 

STATEMENT OF HERBERT M. ALLISON, JR., ASSISTANT SEC- 
RETARY FOR FINANCIAL STABILITY, DEPARTMENT OF 

TREASURY 

Mr. Allison. Thank you very much, Mr. Chairman and members 
of the committee. Thank you for the opportunity to testify today 
about the progress and impact of Treasury’s efforts to prevent 
avoidable foreclosures. 

We have implemented a historic program designed to address an 
unprecedented problem. Ultimately, a ground-breaking program of 
this scale will have challenges; however, in the year since launch- 
ing the Home Affordable Modification Program [HAMP], we are on 
track toward the original goal of providing trial modifications for 
up to 3 to 4 million homeowners by 2012. 

By the end of last month, over 1 million homeowners were bene- 
fiting from substantial reductions in their mortgage payments. 
More than 170,000 homeowners now have permanent modifica- 
tions, and an additional 91,000 have been offered permanent modi- 
fications subject only to their signatures. 

Homeowners in permanent modifications are typically saving 
$500 a month. HAMP helps homeowners facing financial hardship. 
Nearly 60 percent of homeowners in permanent modifications have 
experienced a reduction in income such as lower wages or unem- 
ployment of a spouse. We understand the stress caused by possibly 
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losing one’s home, so we work to make the modification process 
quicker and more efficient. For example, we will soon have home- 
owners provide a simple, standard set of documents before entering 
into a trial period. This way, homeowners should spend less time 
exchanging documents with their servicers and waiting for a deci- 
sion on a permanent modification. 

We have also announced new protections for homeowners facing 
foreclosure. From now on, servicers may not refer to foreclosure 
any homeowner who is potentially eligible for HAMP until the 
homeowner has been evaluated for the program. 

Servicers will be required to pre-screen every homeowner who 
has missed two or more payments to determine eligibility for 
HAMP. If the person is eligible, the servicer must inform the home- 
owner about the program. Homeowners in the foreclosure process 
must be provided with clear, written explanation of the often si- 
multaneous processes of referral for foreclosure and evaluation for 
HAMP. 

The new guidelines will make clear that if a homeowner enters 
into a fully verified trial plan, all pending foreclosure actions must 
be stopped. Additionally, homeowners in bankruptcy can request to 
be considered for a HAMP modification and servicers must comply. 

We believe that these new guidelines will empower homeowners 
with more information and greater opportunity to receive help be- 
fore they face foreclosure. Inevitably, some homeowners will not be 
offered a permanent modification; however, they may still receive 
assistance in avoiding a foreclosure sale. 

In April, Treasury will initiate a program that can enable home- 
owners not receiving a permanent modification to transition to 
more affordable housing. Foreclosure alternatives may include a 
short sale, a transfer of a deed in lieu of foreclosure, or a modifica- 
tion outside of HAMP. This program will provide helpful options for 
homeowners facing foreclosure. 

Though these enhancements will improve the experience of 
homeowners using HAMP, we know that more work needs to be 
done. We share your goal of helping to stabilize communities by 
preventing avoidable foreclosures. The administration has been 
keenly focused on finding ways of expanding eligibility for HAMP 
and related programs so that some additional homeowners strug- 
gling with unemployment and underwater mortgages can qualify 
for assistance. We and our colleagues in HUD look forward to brief- 
ing you on these ideas in the very near future. 

With that, thank you. I will be glad to take your questions. 

[The prepared statement of Mr. Allison follows:] 
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March 25, 2010 


Testimony of Herbert M. Allison 
Assistant Secretary for Financial Stability 
U.S. Department of the Treasury 

Before the House Committee on Oversight and Government Reform 

“Foreclosure Prevention: Is the Home Affordable Modification Program Preserving 

Homeownership?” 

Chairman Towns, Ranking Member Issa and members of the Committee, thank you for the 
opportunity to testify today on the Administration’s comprehensive initiatives to stabilize tlie 
U.S. housing market and support homeowners. 

The Home Affordable Modification Program is Promoting Affordability 

As the Obama Administration came into office last year, the country faced extraordinary 
economic and housing market conditions that required the rapid introduction of unprecedented 
housing policies designed to stabilize the housing market. On February 18, 2009, President 
Obama announced a comprehensive Homeowner Affordability and Stability Plan, which sought 
to address the issue of mortgage affordability for millions of struggling homeowners in America. 

The Home Affordable Modification Program (HAMP) is a critical piece of this plan. When it 
was announced last year, the President said the program would "enable as many as 3 to 4 million 
homeowners to modify the terms of their mortgages" over the four-year life of the program, 
enabling these homeowners to modify their mortgages and helping them avoid foreclosure, Now, 
just a year after program guidelines were first put forward, 1 . 1 million homeowners have entered 
into a trial period plan that comes with real and immediate relief in the form of lower mortgage 
payments. For most of the period since June 2009, approximately 20,000 to 25,000 new 
homeowners began a trial plan each week. At this rate, HAMP is on track to have actual trial 
modifications for up to 3 to 4 million homeowners by 2012. 

Since the programs began, the Administration has consistently strived to not only offer assistance 
to struggling homeowners but to translate this initial help into sustainable outcomes for 
borrowers that allow families to remain in their homes or avoid foreclosure. In many cases, the 
best sustainable outcome for a homeowner is in the form of a permanent HAMP modification, 
though some borrowers may be better suited for a modification outside our program, or a 
dignified transition to other housing through alternatives such as the Home Affordable 
Foreclosure Alternatives Program (HAFA). We believe that the most significant measures of 
success are not Just how many borrowers start trial modifications or even permanent 
modifications, but whether families are able to avoid foreclosure and how effective the program 
is in stabilizing the housing market. The Administration has made substantial progress in 
implementation and has seen initial signs of housing stability, but a number of critical challenges 
remain. 
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The Administration’s Response Addresses the Major Components of the Housing Crisis 

The Administration has taken a broad set of aggressive actions to stabilize the housing market 
and help American homeowners. These efforts are having an impact on our housing markets and 
we are seeing signs of stabilization. Looking back to over a year ago, stress in the financial 
system had severely reduced the supply of mortgage credit, limiting the ability of Americans to 
buy homes or refinance mortgages. Millions of responsible families who make their monthly 
payments and fulfill their obligations saw their property values fall, and found themselves unable 
to refinance at lower mortgage rates. 

In response to the dire state of the housing market, the Administration announced a 
comprehensive set of programs to strengthen the housing market and provide relief to struggling 
homeowners: 

Actions SuDvortim Market Stability and Access to Affordable Morteaee Credit 

• Provided strong support to Fannie Mae and Freddie Mac to ensure continued access to 
affordable mortgage credit across the market; 

• Together, the Treasury and the Federal Reserve mortgage-backed securities (MBS) 
purchase programs have purchased over $1.4 trillion in agency MBS helping to keep 
interest rates at historic lows so homeowners can access credit to purchase new homes 
and refinance into more affordable monthly payments; and 

• The Federal Housing Administration (FHA) has played an important counter-cyclical 
role, providing liquidity for housing purchases at a time when private lending declined. 

Actions Helnine Homeowners Purchase Homes. Refinance and Modify Morleaees to More 

Affordable Payments. Prevent Foreclosures and Stabilize Communities 

• Launched a modification initiative to help homeowners reduce mortgage payments to 
affordable levels and prevent avoidable foreclosures; 

• Supported extending the temporary loan limits of $729,750 for Government Sponsored 
Enterprise (GSE) loans and FHA loans; 

• Expanded refinancing flexibilities for the GSEs, particularly for borrowers with negative 
equity, to allow more Americans to refinance; 

• Launched a $23.5 billion Housing Finance Agencies Initiative which is helping over 90 
state and local housing finance agencies across 49 states provide sustainable 
homeownership and rental resources for American families; 

• Supported the First Time Homebuyer Tax Credit that has helped hundreds of thousands 
of responsible Americans purchase homes; 

• The Recovery Act is providing over $5 billion in support for affordable rental housing 
through low income housing tax credit programs and $2 billion in support for the 
Neighborhood Stabilization Program to restore neighborhoods hardest hit by 
concentrated foreclosures; and 

• On February 19, 2010, the Administration announced the $1.5 billion Hardest Hit Fund 
for state housing finance agencies in the nation’s hardest hit housing markets to design 
innovative, locally targeted foreclosure prevention programs. 
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Historically low interest rates along with expanded refinancing flexibilities for Fannie Mae and 
Freddie Mac conforming and GSE loans have helped over four million American homeowners 
with Fannie Mae and Freddie Mac loans to refinance, saving each homeowner an estimated $150 
per month on average and more than $7 billion in total. HAMP has provided over 1 million 
struggling homeowners a second chance to stay in their homes. Furthermore, each homeowner in 
a HAMP modification receives a median payment reduction of around $500 per month. 

HAMP Is Helping Struggling Homeowners Today 

HAMP is providing immediate relief in the lives of homeowners who are affected by the 
mortgage crisis. The prospect of losing one’s home is extremely emotional and personal. And we 
recognize that HAMP, designed to keep eligible homeowners in their homes wdth long-term 
affordable mortgages, took a while to ramp up and adapt to borrower needs. As the first program 
of this scope and complexity, implementation could not happen overnight 

Servicers have had to ramp up capacity and make significant changes to their businesses to 
implement the program. The servicing industry has been profoundly transformed. Previously, 
servicers were essentially operations to process payments and perform loss mitigation for a small 
number of their borrowers. Today, the financial crisis and the HAMP program have pushed them 
to modify mortgages, offer customer service at an unprecedented scale, and consider other 
alternative approaches to keeping borrowers out of foreclosure. Throughout this process, 
Treasury has issued guidance and clarifications designed to streamline the modification process 
and to improve the borrower experience. Yesterday, Treasury released additional guidance to 
further improve borrowers’ experience by setting standards around servicer solicitation, 
evaluation of borrowers in bankruptcy, and clarifying the foreclosure process around HAMP- 
eligible borrowers. 

HAMP is a Critical Component of the Administration’s Broader Stability Initiatives 
Whom Does HAMP Help? 

HAMP has been designed for homeowners who are at risk of foreclosure and can benefit from a 
reduced monthly mortgage payment. HAMP was not designed to help every borrower. 

Borrowers who purchase investment properties, second homes or vacation homes, for example, 
we never intended to be assisted under this program. 

To be eligible for HAMP, borrowers must meet these criteria: 

• own and occupy the home as their primary residence, 

• have a loan balance less than $729,750, 

• received their mortgage on or before January 1 , 2009, 

• have a contractual mortgage payment greater than 3 1 percent of their gross monthly 
income, 

• can afford to make the payment on a modified mortgage, and 

• want to remain in their homes and are willing to stay current on their payments and 
comply with program terms. 

Participating servicers are required to evaluate for HAMP every eligible seriously delinquent 
loan, defined as 60 days late. Part of this evaluation includes using a standard Net Present Value 
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(NPV) test to determine if the modification - including any government incentive - is 
economical from the lender’s perspective. Every loan that tests NPV positive for a modification 
is required to be modified. This requirement both ensures that modifications are economically 
beneficial and ensures that every at-risk borrower gets a fair evaluation for a modification. 

How Do Borrowers Benefit from HAMP? 

HAMP supports meaningful modifications with payments to servicers, investors and 
homeowners. Every modification under the program must lower the borrower's monthly 
mortgage payment to 3 1 percent of the borrower's monthly gross income. The borrower’s 
modified monthly payment of 3 1 percent debt to income (DTI) will remain in place for five 
years, provided the borrower remains current. After the first five years, the interest rate gradually 
steps up to the prevailing Primary Mortgage Market Survey rate in place at the time of 
permanent modification, locking in a rate that is currently historically low - around 5 percent - 
for the life of the loan. Borrowers in permanent modifications are experiencing median payment 
reductions of over $500 per month, or over $30,000 over the first five years, plus up to $5,000 in 
homeowner incentives for on-time payment performance that reduce the principal balance. 

How Does HAMP Protect Taxpayers? 

HAMP protects taxpayers with an innovative pay-for-success framework. While trial 
modifications provide the borrower an immediate reduction in payments to a sustainable level at 
3 Ipercent of income, the taxpayer doesn't pay a penny for trial modifications where the borrower 
doesn't complete the trial. After the trial period, the payment of servicer, investor and 
homeowner incentive payments are contingent on continued performance in the modification. 

HAMP is Transforming the Mortgage Servicing Industry 

HAMP is the first national, standardized modification program — one that has led the way in 
setting an industry standard for affordable and sustainable mortgage modification. HAMP has 
been a catalyst for change by incentivizing servicers to develop the capacity and resources 
necessary to execute modifications on a large scale. HAMP defines a standard for an affordable 
and sustainable modification across the industry, set at 31 percent of gross monthly income. 

Until HAMP, the industry did not have a standard process for mortgage modifications, an 
affordability standard, or standard timelines by which modifications would be processed. HAMP 
has begun to systematize across servicers the method and process for modifying loans by setting 
affordability standards, requiring sound underwriting guidelines, and establishing a specific 
modification protocol and a defined timeframe for responding to modification requests. This has 
brought more efficiency and transparency to modifications, though challenges clearly remain. 

Understanding HAMP’s Impact on Foreclosures 

There is a great deal of confusion around whether and how HAMP is helping borrowers avoid 
foreclosure. The first step in resolving this confusion is clearly defining foreclosure and the 
process of foreclosure referral. 

We seek to minimize the number of eligible homeowners who lose their homes in a completed 
foreclosure process. Although all stages of foreclosure are unpleasant, forced sale through 
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foreclosure is the stage of the process that dislocates the family, disrupts the community, and 
destabilizes the local housing market. 

Importantly, this measure is rarely the focus of public discussion. Most attention is given to the 
number of foreclosure “starts” or to the total number of foreclosure referral notices sent to 
borrowers. In any given year, foreclosure starts greatly outnumber foreclosure sales. HOPE Now 
data indicates that between April 2009 - the beginning of HAMP - and November 2009, over 
1 .9 million loans started the foreclosure process but significantly fewer - 666,476 loans 
completed the foreclosure sale process. 

In the context of current policy, which focuses foreclosure avoidance efforts along the entire 
foreclosure process even if the foreclosure process has begun, foreclosure starts have become 
less relevant predictors of future foreclosure sales. Though foreclosure starts may remain a useful 
indicator of housing market and economic stress, evaluating the HAMP program against its goals 
of helping eligible homeowners avoid foreclosure requires that we focus on completed 
foreclosure sales within the eligible population. While it is early in this process, we believe that 
HAMP is, in fact, effectively reducing the number of foreclosure sales. 

HAMP-participating servicers have reported informally that, since April 2009, the overwhelming 
majority of their foreclosure sales were borrowers who failed to respond to solicitations and 
loans that HAMP was not designed to address — properties that were vacant, investor or vacation 
homes, and loans that were originated very recently or were excessively large. Though 
information from HAMP servicers alone does not capture the entire universe of foreclosures, it 
does provide some useful insights into the characteristics of loans going to foreclosure sale 
among HAMP servicers. 

As the conversion process continues, we expect that the number of borrowers who do not 
successfully transition to permanent modifications and who ultimately transition to other forms 
of assistance will grow. Even for this population, we expect that HAMP can continue to 
successfully assist homeowners avoid foreclosures by requiring servicers to consider borrowers 
with cancelled trial modifications for other foreclosure prevention options. The Home Affordable 
Foreclosure Alternatives program will be a critical component of this effort. 

HAMP Performance in Context 

At the time we launched HAMP in March 2009, President Obama said that the program would 
"enable as many as 3 to 4 million homeowners to modify the terms of their mortgages." Since the 
way we get to the 3 to 4 million homeowners by the end of 2012 has generated some confusion, 
let me offer the following points: 

• The count applies to the modifications in both the TARP-flinded first lien program and the 
companion GSE programs. 

• The President’s statement about “enabling” modifications is the reason that we have 
continued to report offers of trial modifications - the offer is when a homeowner is able to get 
a modification, and 1.4 millions offers have been extended in the first twelve months. 


5 



186 


• A very similar picture of progress arises from the number of actual trial modifications begun, 
over 1 . 1 million in twelve months. Actual trial modifications are the point at which 
homeowners begin a lower mortgage payment — an average reduction of around $500 per 
month. 

• In a program scheduled to last nearly four years (March 2009 until the end of 2012), either 
the 1 . 1 million or 1 .4 million in the first year places the program well on schedule to the goal 
announced by President Obama. 

• The Administration has never said that the program would implement 3 to 4 million 
permanent modifications, which take place only after the homeowner has been offered a trial 
modification, has performed for at least three months in a trial modification, and has met the 
full documentation requirements for the permanent modification. One important reason for 
having permanent modifications in the first place was a recognition that not all trial 
modifications would become permanent, such as when a borrower does not make the three 
payments needed to receive a permanent modification. 

• For lending involving borrowers who were already at risk of default, we have also always 
understood that loan modifications have redefaults. Even for permanent modifications, a 
significant number will redefault, so it is clear that our goal was never to see who would 
make every payment for the life of the mortgage. The President’s announced goal - to enable 
modifications for 3 to 4 million homeowners - clearly addresses the modification process 
rather than the smaller number of those who never experience subsequent difficulties. In fact, 
we designed our program specifically to protect the taxpayer in cases where redefault occurs 
— payments to servicers, investors, and borrowers are based on actual performance over time. 

• The projection was based on our best estimate, at the time, of the number of HAMP-eligible 
households that were likely to require assistance during the four-year program. The number 
of households that actually require assistance from HAMP during the remaining three years 
may diverge from our expectations if economic conditions or home prices evolve differently 
than projected. 


HAMP is on track toward its goals: 1,1 million borrowers have started HAMP modifications... 
Nearly 1 .4 million borrowers have been extended a modification offer, with 1 . 1 million of these 
approved offers resulting in modification trials. For most of the period since June, the run rate of 
eligible borrowers approved for and starting modifications has been approximately 20,000 to 
25,000 per week. The 1.1 million homeowners who have started modifications have had their 
payments reduced substantially. Even for those borrowers who do not obtain a permanent 
modification (for example, those who do not complete a trial modification but instead pursue a 
foreclosure alternative such as a short sale), they still benefit from reduced payments during the 
trial phase. 

As of the end of February 2010, 822,000 homeowners had been in the trial phase of the 
modification process for more than three months and could be eligible for conversion subject to 
submitting all necessary documents, remaining current on payments and meeting other technical 
requirements. Of those homeowners, 32 percent had received permanent modifications or had 
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been approved for permanent modification (170,000 permanent and another almost 92,000 
approved for permanent). This conversion rate from trial to permanent modifications has been 
improving but is still below desired or anticipated program levels. The overall number of 
borrowers in permanent modifications has been rising substantially in recent months and should 
continue to do so. In February alone, 53,000 borrowers in modifications received permanent 
status. However, the conversion rate and overall number of conversions remain a critical focus of 
attention. 

.... Yet conversions remain a challenge 

The process of converting trial modifications to permanent has been much more challenging than 
officials originally anticipated. This is due to several factors, including insufficient capacity and 
execution at most servicers, a lack of willingness or ability to provide necessary documentation 
on the part of some borrowers, frequent inconsistencies between verbal and verified income that 
result in a borrower being deemed ineligible for the program, and a process that has proven more 
complex administratively than originally conceived. At the start of the program, servicers were 
provided flexibility to approve borrowers for trial modifications based on what fit best with their 
existing business practices - either starting a trial modification and then collecting 
documentation or collecting documentation upfront before the trial modification started. When 
the program launched, there were a large number of borrowers who needed immediate relief and 
could not wait for servicers to fully ramp up. This created a substantial backlog for servicers to 
process when borrowers reached the end of their trial period, To address many of these 
challenges, the Administration recently issued new guidance requiring servicers to begin offering 
trial modifications based on verified documentation at the front end of the process. 

On November 30, 2009, Treasury launched a comprehensive conversion campaign focused on 
reaching homeowners who are eligible for permanent mortgage modifications. We required the 
seven largest HAMP servicers to submit conversion plans and required all HAMP servicers to 
submit their strategy for obtaining documentation from borrowers. We also enhanced 
communication tools for borrowers on our website to make conversion easier, including an 
instructional video, links to all of the required documents, and an income verification checklist, 
and a conversion guide for borrowers. As a result of these efforts, the number of borrowers 
entering into permanent modifications almost quadrupled from just over 30,000 at the beginning 
of December to over 1 70,000 permanent modifications and 9 1 ,000 pending permanent 
modifications at the end of February. 

Program Improvements 
Enhancing Borrower Protections 

Yesterday, Treasury released guidance (Supplemental Directive 10-02) that will provide 
borrowers with a number of new protections in the HAMP evaluation process to help address 
some of the confusion and anxiety that some borrowers reported surrounding their rights during 
the evaluation process 

The guidance addresses borrower solicitation, borrower response timelines, the foreclosure 
process, and bankruptcy changes. Supplemental Directive 10-02 requires and defines reasonable 
outreach efforts to homeowners by servicers and establishes a timeframe for borrowers to 
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respond to these efforts. This guidance also clarifies that servicers must consider borrowers in 
active bankruptcy for HAMP if a request for modification is received. 

Supplemental Directive 10-02 also addresses the HAMP evaluation process with respect to 
foreclosure. Currently, servicers may not refer a mortgage to foreclosure if the borrower is in a 
trial modification. The guidance would prohibit foreclosure referral for all potentially eligible 
loans unless the borrower does not respond to solicitation, was not approved for HAMP, or failed 
to make their trial modification payments. Servicers will be required to provide borrowers with 
clear written communications explaining the concurrent foreclosure/modification processes and 
stating that a foreclosure sale will not take place during the trial period. If a borrower is found 
ineligible for HAMP, a foreclosure sale cannot be scheduled sooner than 30 days after the date of 
a Non- Approval Notice so that the borrower has a chance to respond. Servicers must also certify 
to their foreclosure attorneys that a borrower is not eligible for HAMP before a sale may be 
conducted. 

Addressing Second Liens 

The Second Lien Modification Program creates a comprehensive solution to help borrowers 
achieve greater affordability by lowering payments on both first lien and second lien mortgage 
loans. In addition to providing the basis for lien holders to share the cost of modifications, this 
program also supports efforts to reduce total borrower indebtedness by providing the option for 
second lien holders to receive lump sum payments to extinguish liens entirely. To date, Bank of 
America, Citi, JPMorgan Chase and Wells Fargo Bank have committed to participate in the 
program. Together, these four servicers account for just over half of second lien loans and we 
expect more servicer participation in the future. 

Foreclosure Alternatives: For Those Borrowers Unable to Complete a Modification 
The Administration is in the final stages of implementation of the HAFA program which will 
help to prevent costly foreclosures. As noted, the Administration has recognized from the start 
that not all homeowners can be successfully reached through a HAMP modification or another 
modification offered by the servicer, A short sale or a deed-in-lieu under HAFA helps bonowers 
avoid foreclosure, and transition to other sustainable housing in a more dignified way. The 
Administration expects that many homeowners will avoid foreclosures through HAFA, including 
borrowers who originally were helped through a trial modification. We also anticipate that 
HAFA could help establish standard practices that will ease the use of short sales, which are 
often much better for a family than a foreclosure sale, just as HAMP has helped establish 
standards for mortgage modifications. HAFA is critical to helping families maintain mobility in 
the labor force, which has broader economic benefits as well. 

Transparency & Servicer Accountability 

Over the past year, the Administration has refined the HAMP program to address new 
challenges. 

First, Treasury has taken steps through its compliance activities (on-site field reviews, loan file 
reviews and targeted reviews) to identify areas of improvement for servicers. We instituted a 
number of measures to ensure that servicers were improving their responsiveness with 
homeowners, including a streamlined evaluation process and Borrower Notices for those 


8 



189 


borrowers who were not approved for a HAMP modification. While servicers have substantially 
improved their capacity and implementation since program launch and measures of borrower 
issues like the percentage of servicer-related complaints to the Homeowner’s HOPE Hotline 
have dropped materially, the Administration is still working hard to improve the program in this 
area. 

Second, the Administration continues to augment its reporting to provide meaningful information 
to the public about the program. In addition to the monthly report, which continues to expand 
with every installment (e.g., the addition of conversion metrics, eligibility estimates, 
modification characteristics, geographical data), the Administration recently issued a summary 
report on HAMP call center activity and will continue to do so quarterly. Treasury will also 
begin issuing reports on compliance activities in the near future. The Administration will 
continue to enhance reporting, while balancing the need to protect confidential information and 
provide only statistically reliable data. 

Understanding HAMP Expenditures and Budget 

Treasury set aside $50 billion in TARP funds for HAMP. We remain committed to stabilizing 
the housing market and using the full $50 billion budget to reach and assist at-risk homeowners. 
The $50 billion allocation included budgets for first-lien HAMP modifications, including Home 
Price Decline Payments, second lien modifications, HAFA, and other program elements. As the 
program progresses, we will re-evaluate whether expenditures in these categories are likely to 
meet the original budget targets. As we determine we can implement productive innovation, we 
will move aggressively to implement program changes and expansions to assist at-risk 
homeowners both inside and outside the HAMP program. 

Despite the rapidly expanding number of trial modifications and conversions to permanent 
modifications, so far, HAMP has paid a very small share of long-term expected program costs. 
HAMP is designed to protect taxpayers with an innovative pay-for-success framework, which 
means that the taxpayer doesn't pay a penny for trial modifications where the borrower doesn't 
complete the trial and even after the trial period, continued servicer, investor and homeowner 
incentive payments are contingent on continued borrower payment performance over the 5 year 
modification. 

As a result of this back-loaded payment structure, to date, only a small amount of incentives has 
been paid to servicers and investors. To understand how the pay-for-success structure results in 
back-loaded expenditures, consider expenditures paid to date on permanent modifications. 
Through February, expenditures were only $57 million, primarily representing up-front servicer 
payments. However, over the five-year life of these same modifications, we will pay out up to 
$775 million in additional homeowner, investor and servicer incentives. 

As discussed, we have made important progress in converting additional modifications to 
permanent modification over the past few months and we are confident that the number of 
permanent modifications will continue to increase. 
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Conclusion 

HAMP is the largest mortgage modification program our nation has seen, in size, scope and 
impact on affordability. In addition to the relief it provides directly, it has impacted the broader 
industry by forcing mortgage servicers to build up systems to meet unprecedented demand and 
streamlining and standardizing modification processes across the industry. While significant 
progress has been made in the first year of program implementation, the Administration 
continues to work closely with homeowners, mortgage servicers, housing counselors, elected 
officials, and other key stakeholders to strengthen program implementation and broaden the 
program’s impact. 

In addition to the program improvements outlined here, the Administration remains committed to 
the many other housing market stabilization efforts that work in concert with HAMP, including 
substantial support for the housing markets through support of Fannie Mae and Freddie Mac to 
help keep mortgage rates affordable; refinancing opportunities that have allowed more than 4 
million borrowers to refinance since the launch of HAMP; an initiative to provide support and 
financing to state and local housing finance agencies which in turn provide tens of thousands of 
affordable mortgages to first-time homebuyers and help develop tens of thousands of affordable 
rental units for working families, including those displaced by the housing crisis and 
foreclosures. 

The Administration is on track to meet the staled program goals and - most importantly - to help 
prevent avoidable foreclosures for as many eligible American families as possible. 

Substantial progress has been made in implementation but the Administration recognizes that 
real and complex challenges to achieving these important goals remain. For HAMP to reach its 
potential, implementation must continue to be improved, servicers must recommit to a better 
borrower experience and outcomes, and program enhancements must continue. 
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Chairman Towns. Thank you very much, Mr. Allison, for your 
testimony. 

Let me make certain that I have some things clear here. I 
thought the most interesting part of your testimony was your an- 
nouncement that yesterday Treasury issued a new directive that, 
in effect, requires giving people a chance to have their loans modi- 
fied before they are foreclosed on, as you just said. 

Mr. Allison. Right. 

Chairman TOWNS. If that is correct, that is a big change from 
today where borrowers have to track down the lenders, rather than 
the other way around. I listened this morning in terms of, I think 
it was Mr. Dodaro who indicated that there is a problem in terms 
of a bottleneck in terms of people not being called back, losing pa- 
pers, and all of that. I mean, you see that being changed or being 
turned around, because this is a life or death situation with people. 

I guess the reason it is on my mind so much is that a lady who 
had two jobs, and of course she lost one of her jobs, and the com- 
pany moved away, and now she has the one job, and she is just 
having difficulty paying her mortgage. She went in for modifica- 
tion, and the things that she was telling me in terms of how she 
is not even able to get anybody on the line to talk to her about her 
modification, will this change, or do you need more resources? I 
mean, what is the problem, because up to this point there have 
been some problems. I am hoping that this moving forward, that 
maybe it would be better for people, because I don’t know whether 
you were here at the time, but we had a bunch of keys that we 
showed. 

Mr. Allison. Right. 

Chairman TOWNS. Those keys represent people who have lost 
their homes, and that barrel is going to get bigger and fuller, and 
this is going to continue if we do not have a program that really 
works. 

Mr. Allison. Yes, sir. 

Chairman Towns. Now, I must admit your statement is very, 
very encouraging. Do you think that we are really going to be able 
to implement this, or here we go again type of thing? 

Mr. Allison. Yes. Thank you for that question. I think certainly 
we have seen a lot of frustration with this program since its incep- 
tion. People who are facing the prospect of losing their homes have 
been anxious. They have been calling servicers. In many cases they 
haven’t gotten the answers that they needed in a timely fashion. 
There have been instances of losing documents, for example. 

I would like to give you though some background on what has 
been happening, some of the reasons for it, what we have done 
about it. 

If you go back to a year ago when this program was designed, 
there was no standard approach to modifying mortgages, and 
servicers didn’t provide service. What servicers did was collect pay- 
ments every month and then foreclose on people who couldn’t pay. 

What this program has done is to require them, first of all, to 
do something totally new, which was to deliver modifications that 
produce real reductions in monthly payments. Until this program 
was designed, most modifications actually increased payments that 
people had to make every month. So what this program has been 
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designed to do is to increase affordability for many people through- 
out the country who are under stress right now. 

So the first change was they had to go back, redesign their proc- 
esses, redesign their systems, learn how to engage with home- 
owners in real conversations and conduct tailored modifications of 
those mortgages for thousands and thousands of people. This they 
had never had to do before. 

I think for a while they were in a state of denial, frankly, about 
the challenges that lay ahead. 

Last summer we called the servicers together. We pointed out 
the importance of outreach as rapidly as possible to these millions 
of people who could benefit from a modification over the next few 
years, and what we saw was a gradual and then accelerating in- 
crease in outreach. In fact, we set a goal for doing 500,000 trial 
modifications by November 1st. We were able to achieve that goal 
about a month early. 

But during the meantime, servicers had to increase capacity. 
That means they had to hire more people, train those people, and, 
frankly, along the way there were lapses in training and in capac- 
ity. 

Last fall, as the outreach was ramping up and we were doing 
more trial modifications, we began to see that conversions through 
final modifications would represent a challenge, so again we en- 
gaged the servicers, and late last fall we had our people and 
Fannie Mae’s people in the shops of the leading servicers all day 
every day working with them, giving us reports twice a day on the 
progress, and converting trial modifications into permanent. 

One of the issues with these conversions has been that last sum- 
mer, because of the huge numbers of people who were desperate for 
modifications, we allowed modifications to take place on the basis 
of stated income instead of verifiable documents up front. Other- 
wise, we couldn’t reach enough people rapidly because it would 
take them a while to get their documents together. 

Then the servicers had to reconcile the stated income with the 
documents that eventually were provided, and what they found in 
some cases was that there were discrepancies between the stated 
income and the actual documents, so reconciling the statements 
with the actual documents has been a challenge. That is one of the 
reasons why this has been slow. 

Another is purely capacity of the servicers. We have been push- 
ing them very hard to increase capacity, and they have been doing 
so. 

Now, to take stock of where we are today, we estimate, and we 
have estimated consistently since last year, there are about 1.8 mil- 
lion homeowners who would be eligible for this program. We have 
reached with offers of modifications 1.4 million. We have 1 million 
people in active modifications today saving many hundreds of dol- 
lars a month, on average. I think if you talk to those people, those 
million homeowners, they would tell you this program has been a 
success for them. 

So we already have modifications for most of the people who we 
think are eligible today. Now the challenge is to convert as many 
of those modifications rapidly as possible to final modifications. 
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We estimate that right today, if you take the homeowners who 
have been in the modification program for at least 3 months and 
have made their payments and therefore are eligible for a final 
modification, about a third of those have either received a final 
modification and it is in place or they have a final modification 
offer that was sent to them and only requires their signature to be 
affected. So about a third of the people eligible for a final modifica- 
tion today have one either in place or available if they just sign. 

We have more to do. We have about another half a million people 
who are waiting for their modification to be decided upon. Frankly, 
they have had to wait too long. We have kept this open to allow 
more time for them to gather their documents and for the servicers 
to review them. We expect that backlog will be decided by the end 
of May, and as a result of that many more people are going to be 
in final modifications and we will have essentially removed the 
backlog and the servicers then will be able to be much more cur- 
rent in dealing with new applicants. 

We still have a goal, it has not changed since the beginning, of 
providing opportunities for 3 to 4 million homeowners to have trial 
modifications of their mortgages, and we expect that many of those 
will be converted to final. 

Chairman TOWNS. Right. My time has long expired, so I now 
yield to the gentleman from California, Congressman Bilbray. 

Mr. Bilbray. Thank you, Mr. Chairman. 

Mr. Secretary, you are saying the goal is 3 to 4 million home- 
owners. As of February, there are 170,207 permanent mortgage 
modifications. That equals about 6 percent of 3 million, right? 
When we talk about this, your number, 3 million or 4 million, are 
we talking permanent modifications? Is that a goal of 3 or 4 mil- 
lion, or is permanent modifications not the goal but just to main- 
tain temporary? 

Mr. Allison. There is a lot of thought or a lot of questions about 
what the goal is, and the goal at the time it was announced was 
3 to 4 million trial modification offers. That is in a report by the 
GAO that was filed last summer. 

Mr. Bilbray. Let me interrupt. 

Mr. Allison. Yes, sir. 

Mr. Bilbray. So just a temporary hold is your measurement, not 
how many we are able to get out of the system and get over to a 
permanent answer rather than — I am just worried about a stand- 
ard that sounds very good until you read into the words, listen to 
the words that are being used that basically temporary modifica- 
tion is a goal unto itself, and thus being in the system is a success, 
not getting people through the system and back out the other end 
where they have a permanent stability. 

Mr. Allison. I fully understand your question and the reason be- 
hind it, so let me just explain. 

Mr. Bilbray. Go ahead. 

Mr. Allison. We are trying to reach as many people as possible 
to make this offer. Right? We want to convert as many of those as 
possible to final modifications. We estimate right now about 1.8 
million people are eligible. We believe that over the 4-year period 
there will be 3 to 4 million people who are eligible. 
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I think the fair way to look at this is to look at the — if you are 
looking only at final modifications, let’s look at the percentage of 
the final modifications to the people who are eligible for a final 
modification at this point. That is about one-third. It is not yet ade- 
quate by any means. We are working very hard to make it so. 

We also have to recognize — and we did at the outset when this 
program was designed — that not everybody who gets a trial modi- 
fication is going to be able to — and then receives a final modifica- 
tion is going to be able to continue. 

What we have learned in this process, and what was not ex- 
pected, I think, when we started out, is the difficulty that many 
people would have either producing the documents or maintaining 
their payments. We have seen people who are unable to produce 
documents that reconcile. We have also seen people drop out of the 
program because they are not paying. 

Let me point out that the taxpayers pay nothing during a trial 
modification period. The taxpayers only start paying when the 
modification is final, and that is to protect taxpayers’ interests, as 
well. 

People who cannot continue in this program will have the oppor- 
tunity for another method of foreclosure avoidance. All of us want 
to see these people be able to avoid foreclosure, and so we are insti- 
tuting the short sale program, the deed in lieu program to provide 
a dignified way for people who cannot 

Mr. Bilbray. Excuse me. You say you are 

Mr. Allison. Yes. 

Mr. Bilbray [continuing]. Initiating that? 

Mr. Allison. Right. 

Mr. Bilbray. When is that initiation? 

Mr. Allison. Next month. 

Mr. Bilbray. Next month? 

Mr. Allison. Yes, sir. 

Mr. Bilbray. How long have we been looking? Why has that ini- 
tiation been so slow? 

Mr. Allison. Well, because we have had to work with the 
servicers in developing the program and in designing the program. 
As you know, this is a voluntary program. We have had to work 
with the servicers on that, as well as on the second lien program. 
And second liens, as was testified to before, are an extremely im- 
portant factor in people’s ability to stay in their homes. 

Mr. Bilbray. Well, let me say, as the chairman pointed out quite 
appropriately, there is a degree of urgency here, and that urgency 
was not just to those that had the loan problems or those who had 
given out the loan problems. There was a general urgency in the 
community across the board, and this seems to have dragged on to 
a point where that just being in the process was a great success. 
Now you tell me that we even got the situation where people just 
need to put their name on a document. 

Mr. Allison. Right. 

Mr. Bilbray. How many of those do we have hanging out there 
of just getting people to bother to sign a document? 

Mr. Allison. Right now we have about 91,000. 

Mr. Bilbray. 91,000? 
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Mr. Allison. That is right. And we are also reaching out to them 
to urge them to sign that document and get it back to us. 

Now, there are some things that we cannot control. We can’t con- 
trol entirely people’s ability to pay. We are trying to make the offer. 
We are trying to give them every opportunity to put their docu- 
ments together and that is why we have extended the trial period 
as we have, to give more people a chance to qualify. 

This program is all about reaching out to and enabling as many 
people as possible, hopefully 3 to 4 million, to get into this program 
as rapidly as possible. 

Mr. Bilbray. I appreciate that, but there needs to be a frank- 
ness, too, of just telling people flat off, like you would a family 
member, that, look, your overhead, everything we see here just 
says that we will give you this much hope over here, but be frank 
and up front. I think that one of the ways we got into this is people 
in and out of the Government giving people false hope, telling them 
they can bite off more than they can chew, they can carry more 
than they can bear, and then sitting there wondering how we get 
into this. 

I hope that in this program we are not committing the same 
crime by not being frank and open with somebody that needs to 
have hard, cold facts given to them. 

Mr. Allison. Yes. Well, and as I mentioned before, we are going 
to resolve the backlog of undecided trial modifications, we expect, 
through the servicers by the end of May, so that time is coming up 
rapidly, and we are pushing very hard for those decisions to be 
made. 

I think we have to keep in mind that this crisis has been going 
on almost 3 years. It began the middle of 2007. For the first 18 
months of that, virtually nothing was done to help these home- 
owners. We have ramped up this program. Even SIGTARP says in 
his report it was ramped up extremely rapidly. And we have also 
had to put in proper controls to protect taxpayers, conduct outreach 
to millions of people. 

By the way, we reached out to 3.6 million people, with increase, 
asking them if they would be interested in taking a modification. 
Again, that is twice the number we estimate are eligible today. 

So we are trying to educate as many people as possible about 
this opportunity and we are giving them a chance to get in. We 
have taken time, because of the urgency of this program and be- 
cause it was new and we were learning along the way, to give peo- 
ple a chance to stay in while we would have time through the 
servicers to evaluate them. That period is rapidly drawing to a 
close, and we will be able to move on, we believe now, with ade- 
quate capacity. We think this program is up to a level it can sus- 
tain itself and provide more rapid decisions to people who need 
them. 

Mr. Bilbray. Well, thank you very much, Mr. Chairman. I think 
we all agree 6 percent is something that we should hope to improve 
that number to some degree. 

Chairman TOWNS. No question about it. And I yield to the gen- 
tleman from Maryland, Mr. Cummings. 

Mr. Cummings. Mr. Allison, I have listened to you very, very 
carefully, and I want you to understand this is not an attack on 
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you or the Department, but I have a feeling — I have just listened 
to every syllable you have said, and I have a feeling that you have 
done a lot but not enough. Just like in the shock trauma business 
they say you have a golden hour, a golden hour to keep somebody 
alive, I think we have a golden hour here to make a difference, and 
I really do thank our chairman for bringing us here today. 

The reason why I say this, I know so much about this stuff be- 
cause I deal with these people every day. I deal with them every 
day. 

Mr. Allison. Right. 

Mr. Cummings. And there are some problems that still, even in 
what you have come up with, there is still going to be some prob- 
lems. 

Let me give you an example. There is a prohibition against refer- 
ral to foreclosure until either a borrower has been evaluated and 
determined to be ineligible for HAMP or reasonable solicitation ef- 
forts have failed. 

Mr. Allison. Yes. 

Mr. Cummings. The problem here is the process of evaluating. In 
the real life story, the person comes, they have the papers. I tell 
you, I have seen this happen many times. The papers are submit- 
ted and they may qualify, but maybe they don’t, but the problem 
is a lot of times those papers are lost. 

Mr. Allison. Yes. 

Mr. Cummings. Are you following me? 

Mr. Allison. Yes. 

Mr. Cummings. I have actually seen situations where my office 
has taken people’s papers and we fax them from my office to the 
servicer and they still got lost. 

Mr. Allison. Right. 

Mr. Cummings. So here I have somebody who is losing their 
home, and so I am trying to figure out if they are losing it from 
a Congressman’s office then that is — and the clock starts ticking at 
what point? And the reason why I am going to that is because what 
we found is that a lot of people — and I know one of the reasons 
why you have this new rule here is because a lot of people were 
being foreclosed upon in the process of just trying to get in the 
process. 

Mr. Allison. Yes. 

Mr. Cummings. That is a problem. And the reason why I talked 
about the golden hour is I don’t want us to be just repeating over 
and over again, and then when the chairman brings you back here 
in 3 or 4 months or whatever and he asks the question, what kind 
of progress have we made, you will come up possibly with the same 
numbers. But the problem is the pain is still there. The people 
have been thrown out of their houses. 

Mr. Allison. Yes. 

Mr. Cummings. So I am just trying to figure out how do you deal 
with that? 

Mr. Allison. Congressman, you make a great point and we un- 
derstand that issue. 

Now let me tell you what we have done to help people like that. 
First of all, any person like the individual you mentioned can call 
888-995-HOPE. That is our hotline that has been set up, manned 
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every day to take people’s concerns and help them deal with this 
process. So if they call us we will contact the servicer, we will find 
out what is going on and help that person. 

Second, they can go to our Weh site, makinghomeaffordable.gov, 
and they can download forms. They can contact counselors through 
that Web site, as well, who can help them. 

Mr. Cummings. Now, do you have enough personnel? 

Mr. Allison. Yes. 

Mr. Cummings. Because there was testimony earlier that you 
didn’t have enough personnel. 

Mr. Allison. We have personnel in the call center to handle 
those calls. We also monitor the volume of calls, the reasons for the 
calls, the number of complaints, the number of people who need 
their case escalated within the servicer, and we help them escalate 
the case to a higher person in management in the servicer so they 
can have their case dealt with. 

Chairman TOWNS. Would the gentleman yield? 

Mr. Cummings. Of course, Mr. Chairman. 

Chairman Towns. What is the problem then, because there is a 
problem. I am sure you will acknowledge that. 

Mr. Allison. We acknowledge that. Absolutely we do. 

Chairman TOWNS. But if you have enough employees, then I 
don’t understand why this is not working. 

Mr. Allison. This is a vast program. We are reaching out to mil- 
lions of people. There are cases, and fortunately the complaints are 
declining these days. We monitor that very closely. We still get 
complaints. There still are problems. I fully agree with that. 

And so we also have other processes through Freddie Mac. They 
are auditing whether people who are eligible for this program and 
in the servicers are getting modifications, what is the service qual- 
ity. We are going to be reporting more and more publicly on the 
service quality of each servicer, and our reports now run 10 pages 
every month. People can look at a variety of information about 
service quality, the servicer’s performance, etc. We are adding to 
that. 

We are going to be providing more information in the coming 
months on the time it takes servicers to answer the calls, to meas- 
ure the quality of service, the number of modifications that they 
are doing, and the auditors look over the quality of those modifica- 
tions. 

If people are being denied a modification unfairly, the auditors 
will find it, but in the first place we want the individual to get in 
touch through the telephone number I gave or through our Web 
site or directly to their servicer and get help. We have set up mech- 
anisms for them to get help. We don’t want anybody to miss an op- 
portunity to get one of these modifications. 

I think we have to understand, we have been changing the entire 
servicing industry. This is all new to servicers. I am not cutting 
them any slack, but they have had to get up to speed, as well. They 
have had teething problems along the way. We have worked with 
them constantly to improve their service. 

So I think we are going to still see some complaints. That is why 
I am making this appeal to people who may be watching this testi- 
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mony to get in touch with us — 888-995-HOPE — and get help right 
now and get their questions answered. 

There is also a lot of misinformation about this program, and it 
is important that people understand how it works. That is why we 
created this outreach program and the complaints system and the 
information on our Web site, so that people can find out the real 
facts about this program and how to get help. 

Mr. Cummings. Mr. Chairman, may I continue? 

Chairman Towns. I yield you an additional minute. 

Mr. Cummings. Thank you very much. 

You said there are 91,000 people that have letters in their hand 
and they haven’t agreed to it? 

Mr. Allison. That is right. 

Mr. Cummings. Perhaps is that because the rate may be higher 
than what it was before? In other words, their monthly payment? 

Mr. Allison. Oh, no. The people who get into a trial modifica- 
tion, Congressman, get a reduction immediately. 

Mr. Cummings. OK. 

Mr. Allison. And from day one we believe that in the trial modi- 
fications, as well, approximately around $500 a month of savings. 
But we know for a fact in final modifications it is over $500 a 
month. 

Mr. Cummings. Last question. The Bank of America offer, I am 
asking you, you think that is a good thing, right, the Bank of 
America, where they are going to reduce principal; is that right? 

Mr. Allison. I do. Yes. 

Mr. Cummings. I am asking you and Secretary Geithner to try 
to get other banks to do the same thing. Are you all planning to 
do that? 

Mr. Allison. I couldn’t agree with you more. 

Mr. Cummings. Because it is so important. 

Mr. Allison. In fact, we have been in dialogs not just with Bank 
of America going back some time about ideas just like this, but 
with others, and we are going to continue that. 

Now let me make a couple of points. First of all, we applaud 
Bank of America for rolling out that program that they announced 
yesterday. To put it in perspective, that program will help, as they 
announced, about 45,000 people, or about 5 percent of the home- 
owners who are behind in their payments by 2 months or more at 
Bank of America, alone. 

As happy as we are about that initiative. Bank of America has 
today offered modifications to about 24 percent of the people who 
are eligible who at least are 60 days plus delinquent at Bank of 
America. They rank 14th out of the top 24 servicers. They have 
probably the largest book of loans in the country. We want them 
to do better. They are striving to do better, but they have a long 
way to go, as do others. 

We are not slacking off one bit with any of these banks. We are 
working closely with them. We appreciate their efforts, which have 
been huge, to transform their servicing business to meet this great 
challenge, but all of us know we have more to do, they have more 
to do. 

We appreciate the input from many of you on this panel and oth- 
ers in Congress. We have come up with, we think, some interesting 
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ideas, as I alluded to in my testimony, to enable some additional 
people to participate in this program who may be unemployed or 
who need principal reduction. 

We look forward to speaking with you very, very soon about 
these ideas and to moving forward with them. 

Mr. Cummings. My time has expired. Thank you, Mr. Chairman. 
Thank you very much. 

Chairman Towns. I thank the gentleman from Maryland. 

The gentleman from Ohio, Congressman Kucinich. 

Mr. Kucinich. Thank you for being here, Mr. Allison. As you 
know, I come from Cleveland, OH, and coming from there I saw the 
danger perhaps earlier than some that the housing financial crisis 
would pose for the Nation, because the foreclosure crisis’ first vic- 
tims were in places like Cleveland, OH. 

Mr. Allison. Right. 

Mr. Kucinich. That was back in 2004 and 2005, where there 
were entire neighborhoods where many of the homes in the neigh- 
borhoods had been foreclosed. There were blocks where most of the 
houses on a block were foreclosed in my district, and even more so 
in the district of my sister next door. Congresswoman Fudge. 

My Domestic Policy Subcommittee took up the issue as soon as 
I received the gavel in 2007, and we focused on the foreclosures, 
and we have been at it ever since. I know and everyone at this dias 
knows that the administration inherited this mess. I know it be- 
cause my Domestic Policy Subcommittee had investigated and ex- 
posed the Bush administration’s Treasury Department’s apparent 
unwillingness, to us, anyway, to do foreclosure mitigation back in 
October 2008. 

We have held 10 hearings on the problem of foreclosure and solu- 
tions; 10 hearings. With the new administration having taken of- 
fice, we had your Chief of Home Preservation testify twice. We 
have had the Nation’s experts testify, including I might add the 
Michigan Law Professor who would later be named Assistant Sec- 
retary for Financial Institutions. My staff culled various ap- 
proaches to show you how you could encourage principal reduction, 
principal reduction on a large scale, and we sent up to Treasury 
the best concepts. 

My staff and I met repeatedly with top people at Treasury and 
at HUD about the need for principal reductions. We pushed, we 
prodded, and we pressed. Over 3 years after I held my first hearing 
about foreclosure, we really haven’t seen any bold, new initiatives 
coming out of Treasury to address the underlying problem of un- 
derwater mortgages. What are we doing to help those people who 
owe more on their homes than the home is worth? 

In the meantime, we have heard from experts who have studied 
this crisis and their empirical research shows that loan modifica- 
tions which include principal reduction have the lowest re-default 
risk, especially in States with the steepest price declines and the 
highest foreclosure rates. But now we have heard from Mr. 
Barofsky that HAMP as it currently stands may actually de- 
incentivize principal reduction. 

Every day the crisis continues the tragedy of foreclosures contin- 
ues as thousands of homeowners are receiving foreclosure notices. 
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and the delinquency rate is the highest ever recorded. Whole neigh- 
borhoods in Cleveland hollowed out by this foreclosure crisis. 

So time is running out to make any meaningful difference, Mr. 
Allison. Half of the foreclosures are borrowers with negative equity 
in their homes, and I am concerned about our Government being 
responsive. We need to show Americans that Government can work 
for them. We need to show Americans that Government can help 
save their homes. 

Does the administration get that, Mr. Allison? Does the adminis- 
tration understand that a meaningful solution to the astronomical 
level of foreclosures would be an aggressive and broad principal re- 
duction initiative? Tell me, Mr. Allison, what else do we have to do 
to get Treasury to act, Mr. Allison? 

Mr. Allison. Yes, sir. You touch on an extremely important 
issue, and that is the principal reduction question. Let me give you 
a couple of responses to that. 

The first is that for people who are seriously underwater, usually 
a second lien accounts for about half of that amount. And we have 
been working since last summer to create a second lien program, 
and finally we have the top four banks who have joined that pro- 
gram, and those are JPMorgan, Bank of America, Wells Fargo, and 
just yesterday CitiGroup. So we are pleased that finally the four 
banks that account for about half of the second liens in America 
have joined this program. 

So now we are in a position to start to move forward to address 
the second lien program, especially for those who qualify for the 
HAMP program, so we have what is called the 2MP program, 
which is our second lien effort, and we think that can play a mean- 
ingful role in reducing principal for distressed homeowners. 

Now, within the HAMP program, itself, since the beginning the 
HAMP program has allowed principal forbearance, and about a 
quarter of the participants in HAMP are receiving principal for- 
bearance. Very few though, on your point, have received actual 
principal reduction. 

For many months we have been looking, along with HUD and 
others in the administration, at the problem of underwater mort- 
gages. This crisis has changed somewhat over the past year from 
what was primarily a subprime crisis at the beginning to what 
today is unemployment and underwater mortgages have come to 
the floor as two of the major issues. 

In this effort to examine the principal reduction problem, we 
have been mindful, first of all, of the potential cost of such a pro- 
gram; second, of the fairness of doing principal reduction for some 
people; and, third, of the moral hazard issue. 

Getting back to the cost, we estimate that the amount of the un- 
derwater portions of mortgages in the United States is $500 billion 
to $700 billion. Those underwater mortgages are heavily con- 
centrated in five States. California and Florida account for about 
half of all of the underwater mortgages in the United States, and 
then three other States account for about 25 percent more, so about 
three-fourths of the underwater mortgages are in five States. 

We are working to address that through the help for the Hardest 
Hit Areas program, which was announced some weeks ago, and 
that is underway. It is possible we are looking at possibly expand- 
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ing that program because it has been extremely well received. That 
program should help to address the underwater mortgage problem 
and the unemployment problem for those hard-hit States. 

We also are going to learn from the innovative approaches that 
those States may take through their housing finance agencies, and 
that may help better inform other States as well as ourselves. 

Last, we have been looking at ways of perhaps modifying our 
own HAMP program so that we might be able to make this avail- 
able to more people, some additional people whose mortgages are 
underwater or who are unemployed. We want to be talking with 
you about that in the next few days as we continue to try to im- 
prove our programs. 

If I may go on just for a second, I know that the question was 
raised about the number of changes we have made to HAMP since 
it began. There are a couple of reasons for this. First of all, we 
have been learning as we went along. We want to continue to im- 
prove this program so we can meet that objective of helping 3 to 
4 million people avoid foreclosure over the next 3 years to go. 

Second, the servicers only had so much capacity to absorb 
change. We didn’t want to slow them down by putting too much 
burden on them to make massive changes all at once. We think we 
have a much stronger program today, and we are going to continue 
to strengthen it in ways that I just mentioned. 

Chairman TOWNS. Thank you very much. The gentleman’s time 
has expired. 

I now yield 5 minutes to the gentleman from California, the 
ranking member of the committee. Congressman Issa. 

Mr. IsSA. Thank you, Mr. Chairman. I apologize for my absence, 
but I will brief you later. It was well worthwhile for the committee. 

Mr. Allison, earlier we heard basically about a program that is 
under-achieving and delaying. Did you ever envision that curve, a 
curve showing, if you will, justice has been so delayed and there- 
fore denied, would exist when you began this program? 

Mr. Allison. I think it is fair to say, Mr. Issa, that when we 
started this program we did not fully envision the challenges that 
we would encounter, first of all in people being able to provide us 
with the documents that they need in order for us to give them a 
final modification. Another was the amount of change 

Mr. Issa. I am going to stop you to followup on that. 

Mr. Allison. Yes, sir. Please go ahead. 

Mr. Issa. As I said in my opening statement and in the questions 
earlier, today I can go to any bank in America and I can make ap- 
plication for a pre-qualified loan and I can expect to have an an- 
swer in a matter of days or weeks at the most. 

Why in the world, when Government gets in the middle of it, 
narrows the amount of people that you allow to do these loan modi- 
fications, can then that self-inflicted wound that they don’t have 
time to quickly provide the same service that is routinely proc- 
essed, at the height was being processed in far more loans than you 
are ever dreaming of dealing with now? 

Mr. Allison. Well, they had a business for many years of gener- 
ating new loans, and 

Mr. Issa. These are new loans. 
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Mr. Allison. Well, actually, what we are doing is — what they 
have had to learn how to do is to transform tailor-make modifica- 
tions for individuals to suit certain standards of affordability, and 
also to make sure that these are people who are owning their own 
home that is being modified. We are not helping investors who may 
have bought houses and expected to flip them and make profits, 
so 

Mr. IssA. I appreciate the due diligence, but 

Mr. Allison [continuing]. But what has had to happen, if I 
may 

Mr. IsSA. Sure. 

Mr. Allison [continuing]. Is for the servicers to generate the ca- 
pacity to serve individuals one by one on a mass scale to modify 
their mortgages, and they were not equipped. As I mentioned ear- 
lier, servicers didn’t provide service. They collected money every 
month and they foreclosed on people who didn’t pay. So we had to 
engage these people. 

Mr. IssA. Now that you are where you are, let’s talk about how 
we get from failure to success. 

Mr. Allison. Yes. 

Mr. IsSA. Why wouldn’t you allow a set of the newest criteria to 
be placed out there for any reputable — let’s start with FDIC ap- 
proved banks, even if they use a servicer or somebody else, ulti- 
mately they put their name on it when they submit it? Why 
wouldn’t you allow them to go through the process, not of getting 
someone into loan modification, but doing the entire paperwork to 
provide affidavit of ownership and residence, the critical informa- 
tion about real ability to pay both their — and I believe it should in- 
clude their other debts 

Mr. Allison. Yes. 

Mr. IsSA [continuing]. And an independent appraisal of the home 
they want to keep, and have that package ultimately then, through 
whatever processor, come prepared? Why wouldn’t we switch from 
a pre-process that gives hope and then dashes those hopes through 
delay? Why wouldn’t we change this to a process that says, “Look, 
almost anybody in the loan business can put together these pack- 
ages. They are not that exotic.” Ultimately, the loan modification 
details, I appreciate that they are individual, that you have to have 
a fairly skilled group that says, OK, now we are going to give you 
your package. 

Mr. Allison. Right. 

Mr. IsSA. But most of that, absence of anything, has to do with 
simply people putting in, if you will, a next generation of liar loans, 
which you allowed for a long time just tell me you have so much 
income, and then you changed the rules, thankfully, to, “No, you 
have to actually show you have the income because we don’t want 
to waste time with people who will re-default,” and so on. 

Why in the world wouldn’t we get out of this pre-qualification 
that leaves people in limbo and get to the idea that 30 days from 
the time a package is submitted from anybody, if it is complete, 
people should be in the process of negotiating a final qualify, and 
those who aren’t qualified get turned away after they pay a de 
minimis fee for qualification through a long list of qualified institu- 
tions so that these sham operations are excluded? 
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Mr. Allison. Well, actually, what we are doing by now requiring 
that the documents be provided before the trial modification is 
granted, I think that will go a long way toward speeding this proc- 
ess up. Now, that begs again the question, well, why didn’t they 
do that in the first place? And the reason was we had a huge back- 
log of people who were waiting for relief, and we felt it was more 
important to bring them into this program rapidly. It hasn’t cost 
the taxpayers a dime if people drop out because their stated income 
doesn’t match eventually the documents they provide. Only the 
people who get into the final modifications — and that is where the 
taxpayers’ payments come in — can get a 

Mr. IssA. On our side of the aisle it looks more like politics to 
put people in to make sure something was working when, in fact, 
you are hurting, not helping, those people. On both sides of the 
aisle we are concerned that at the end of, call it a year, very soon, 
that we don’t have a million people, if there are a million people, 
qualified and delivered. 

If the chairman will indulge me for just a moment, I am probably 
one of the strongest advocates of keeping the moral hazard there, 
but I will tell you, as you look at the other programs that you are 
looking at, if somebody has a building, a home that they purchased 
for $400,000, it is now worth $250,000, and the bank will sell it for 
no more than $250,000, if the existing person who has a no-re- 
course loan, as they do in California, Florida, and most States, can 
walk away and the bank has $250,000, that is not a cram-down. 
That is a competitive process. 

If the homeowner is qualified and able to be the high bidder, if 
you will, or an acceptable bidder, even if it a straw man type bid- 
ding, there is not a moral hazard. That is why Bank of America 
has made a decision to reach out to 49,000 people that they believe 
qualify for that and abate some of the principal over time, because 
ultimately they don’t want to take back a house and sell it, get no 
more money, and go through all the other costs. That is good busi- 
ness. 

I hope that on both sides of the aisle we are sending you a clear 
message that moral hazard is your subsidizing continued bad be- 
havior or extending people the ability to stay in a home that they 
should make plans to get out of If a bank would get no more 
money, then getting to that point so the bank is made whole, you 
folks at Treasury can be confident that banks are writing to their 
correct value, all of that is what both sides of the aisle thought 
TARP was going to do. 

Thank you, Mr. Chairman. 

Chairman Towns. Thank you. 

Mr. Allison. May I respond. Representative Issa? 

Mr. Issa. Of course. I didn’t mean to cut you off. 

Mr. Allison. First of all, there is nothing that prevents a bank 
right now from writing down the value of that mortgage that is on 
its books and helping that person stay in their home, because in 
most cases, as we are finding, there is a higher present value to 
keeping that person in the home than foreclosing, which is painful 
for everybody, not just the homeowner but the bank. But they in 
some cases have been slow to do that. 
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I applaud what Bank of America is doing. It is time for other 
banks to recognize reality and help people, writing down second 
liens as well as first liens. Right? So we are very mindful in our 
programs of not engendering moral hazard and causing people to 
default on purpose in order to get their principal reduced if they 
can afford to pay. 

So we are looking at ways of balancing concerns about taxpayer 
funds being used as part of a principal reduction effort, the moral 
hazard of strategic default, and fairness of one person who may 
have put down 30 percent for a mortgage and the next door person 
put down zero and took a second lien, and making sure that we are 
being fair to everyone as possible while still trying to promote fi- 
nancial stability and keep neighborhoods whole. 

Back to your question about the time that this has taken and 
your chart across here. 

Mr. IssA. Excuse me. That is GAO’s chart. 

Mr. Allison. Fine. GAO’s chart. It does show that it has taken 
a while to get the final modification program up and running. Peo- 
ple were in the trial modifications. We extended that period for a 
while to give more people the chance to qualify, but now it is pick- 
ing up very rapidly. 

We have about a third of the people who are eligible for a final 
modification today. They have completed the 3-months, already 
have one, or one is on their desk to be signed. We are rapidly 
catching up in that area. I think you are going to see final modi- 
fications rising quite rapidly over the next few months as the back- 
log is cleared and people know where they stand. 

I am very hopeful that many of the people awaiting a decision 
are going to get a final modification. 

Mr. IsSA. I certainly hope so. 

Thank you, Mr. Chairman. 

Chairman Towns. The gentleman’s time has expired. 

I really hope that by the next time we have a hearing, that the 
results would really be different. I am hoping that the program 
works, because a lot of people out there are really losing their 
homes and the pain and the suffering around it is something that 
we really have to do something about. 

I now yield to the gentlewoman from California, Ms. Chu. 

Ms. Chu. Secretary Allison, I raised this issue of my constituent 
earlier, but I want to hear what you have to say. This comes from 
this long letter that a constituent wrote to me, and I met with her 
and she was in tears. She and her parents are on the brink of los- 
ing their home to an auction in less than 1 week, and they have 
been in that home since 1993. They applied to the HAMP trial pe- 
riod plan for 3 months with JPMorgan Chase, and faithfully paid 
the amounts that were required. They submitted their payments, 
in fact, timely. 

As they went through this process, they hardly received any in- 
formation or status updates on their modification applications, ver- 
bally or in writing. About 5 months later, her parents finally re- 
ceived a letter from Chase indicating that they had been denied 
and that their house was going to be auctioned off in 30 days, even 
though they had successfully made these five trial period pay- 
ments. 
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So I find this horrifying. The Cardale family had to jump through 
their hoops for 5 months and they played by the rules, only to end 
up being told that they were losing their home and that they had 
to get out within days of notification. I thought that they were real- 
ly strung along here. 

The way I see it, first of all, there is the lack of responsiveness 
and timely updates from the loan servicers. We even hear other 
horrifying stories about lost paperwork. 

Second, there is no appeals process in place whatsoever. 

Third, there isn’t a sufficient notification process before people 
are being notified that they are being kicked out of their homes. 

So what is the Treasury doing about these three issues? When 
can we expect that a fair and just appeals process will be put in 
place so that homeowners can at least find out what the question 
was and see whether it was justified? And shouldn’t families be 
given more notice and time to prepare and find alternative housing 
in a case such as this family’s case where their home is being put 
on auction immediately? 

Mr. Allison. Yes. Thank you very much for your question. First 
of all, we will be glad to look at that particular case for you and 
contact JPMorgan Chase about it. 

But more broadly, because other people may have the same situ- 
ation, as I mentioned in my testimony, we issued a new supple- 
mental directive which provides that people cannot be put in fore- 
closure while their decision on a modification is being made. We al- 
ready have requirements that the homeowner is entitled to under- 
stand the reasons for a denial and they can phone in and appeal 
a denial. 

We have a phone number — again, it is 888-995-HOPE — that the 
homeowners can call to see — if they have an issue with their 
servicer, they can escalate that through our call center to more sen- 
ior people in the servicer to deal with it. 

We also have an auditing function which will go and check on 
the performance of servicers in making sure that people who qual- 
ify for this program are getting a modification. Therefore, I think 
there are a number of ways that the person you mentioned could 
get help, but I want to accelerate that on her behalf, so if you can 
give me the information after the hearing I will be glad to find out 
what is happening with that program case. 

Ms. Chu. Are you saying that the appeals process is in place 
right now? 

Mr. Allison. We have an escalation process, and have for some 
time. I think we have to do more to get the word out, frankly, and 
that is all they have to do is telephone that phone number or they 
can get on makinghomeaffordable.gov. They can get in touch with 
counselors. They can get in touch with their servicer. They can also 
get documents. If they are having trouble with the servicer not 
handling the documents or they don’t know what the documents 
are, they can get the documents on our Web site. So there are a 
lot of ways people can get help, and I think people are still strug- 
gling with getting the right information about this program. 

We have many outreach events. We have had over 20 events last 
year around the country, and especially in the hard-hit areas, to 
bring in individuals along with the servicers, have them get to- 
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gether and directly try to work out a modification of a loan. We are 
conducting more of those events around the country this year, as 
well. 

We are also going to have a public service campaign. That is al- 
ready underway. We are going through thousands of media outlets 
to try to communicate even more how the program works and how 
to get help. 

Ms. Chu. You said that there should not be a foreclosure during 
the trial process. 

Mr. Allison. Yes. 

Ms. Chu. But in this case she had no input, and then finally was 
denied, and now is immediately being foreclosed upon. 

Mr. Allison. Yes. Well, she should also be offered, first of all, 
a chance to understand what happened, and that is where I think 
we have to get involved in that particular case. And there are going 
to be people who don’t qualify for a final modification, for one rea- 
son or another, and in that case we also have programs to avoid 
foreclosure, such as a short sale or a deed in lieu, and we provide 
allowances for people if they need to relocate, so if they have to 
leave their home they can do so in dignity. 

But first of all we want to try to prevent as many foreclosures 
or people having to leave their home as possible. That is why I 
think it is important to get the word out early so people under- 
stand the process, and if, indeed, they are not going to qualify for 
a modification, they have had time to look at alternate solutions. 

Ms. Chu. My time is up, but I would just say that I just don’t 
want them to be given false hope if they actually don’t qualify. 

Mr. Allison. Yes. I completely agree, and we will certainly work 
on your suggestion, as well, and see how we can make this pro- 
gram better in that regard. 

Thank you. 

Chairman Towns. The gentlewoman’s time has expired. 

Ms. Chu. Thank you. 

Chairman TOWNS. The gentleman from Illinois, Congressman 
Davis. 

Mr. Davis. Thank you very much, Mr. Chairman, and thank you, 
Mr. Secretary, for being here. 

Were you in when the first panel was engaged in discussion? 

Mr. Allison. Yes. I was, first of all, listening to it, and then I 
was here at the latter part of it. Yes. 

Mr. Davis. The whole question of disparities have crept into the 
program and into the conversation. 

Mr. Allison. Right. 

Mr. Davis. The National Community Reinvestment Coalition has 
done a study, and their survey showed that 57 percent of African 
Americans who were eligible for the HAMP program were denied, 
41 percent of Whites who were eligible were denied. I am sure that 
Treasury is aware of that, and what are you doing or what do you 
perceive there to be that can try and help rectify this disparity? 

Mr. Allison. Yes. Thank you, sir. We are very concerned that no 
one be denied access to these modifications because of race or gen- 
der, and so therefore we have been requiring the servicers to follow 
the fair housing laws as they consider modifications, and the fair 
lending requirements, and also we have been collecting information 



207 


around race and gender and ethnicity, and we are going to be hav- 
ing that data available for publication in June. As soon as we have 
enough statistically valid data, we are going to be publishing it like 
we publish many other aspects of this program. 

By the way, we do publish a report every month. We have been 
expanding the amount of data, and also people can access that in- 
formation on our Web site, makinghomeaffordable.gov. 

I think that this is an area we are very concerned about. That 
is why we are gathering the data. And if we find any type of dis- 
crimination, we are going to take action. We also have our auditors, 
who will be looking at this. That is an aspect of the program, as 
well. 

Mr. Davis. On an individual base, is there any kind of resource 
that, I guess, individuals who feel that somehow or another they 
were treated unfairly, that they can make use of to try and rectify 
or to express their feelings and get some action? 

Mr. Allison. Yes. They can, for instance, again, they can call our 
hotline and make an inquiry that way, and we will take it up. They 
can get in touch with us through our Web site, again 
makinghomeaffordable.gov. They can then contact through that 
Web site local counselors who may be able to help them, as well. 
So there are many ways to get help. I think we have to get the 
word out. It is important that people understand that they don’t 
have to go through this process alone. 

Chairman Towns. Would the gentleman yield just for 30 sec- 
onds? 

Mr. Davis. Yes. 

Chairman TOWNS. You mentioned that you would take action. 
What kind of action? 

Mr. Allison. Well, when we find that, for instance, a servicer 
has been violating the rules of this program — and we can do that 
through audits that are conducted by Freddie Mac, and at the be- 
ginning we set up an audit process for this program because we 
have to make sure that these rules are being followed. So if they 
discover that there are violations of our policies and procedures, we 
confront the servicer with that and we work with them to make 
corrections. And if it is found that, for instance, people did not get 
a modification who deserved one under our rules, we go back and 
rectify that. 

Mr. Davis. Of course we know that many people are actually 
hard pressed in terms of being unemployed, don’t have much equity 
in properties, and from a banking transaction or lending trans- 
action, mortgage transaction, doesn’t look like they could really 
make it, are there any other activities that might be able to help 
these individuals to remain in their homes? 

Mr. Allison. Yes. Well, for example, there is the Neighborhood 
Stabilization Program, which is, I think, a powerful force in many 
communities around the country, especially low-income commu- 
nities. We have the Housing Finance Agencies who are providing 
more support for them, as well. And our program for the hardest 
hit areas I think will be very helpful in creating innovative ways, 
especially to provide assistance to people who are unemployed, who 
are maybe deeply underwater, or who are low income. 
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Mr. Davis. Thank you very much. Thank you, Mr. Chairman. I 
yield hack. 

Chairman Towns. I thank the gentleman for yielding. 

I now yield to the gentleman from Missouri, Congressman Clay. 

Mr. Clay. Thank you very much, Mr. Chairman. 

Mr. Allison, like my friend from Illinois, I, too, found it extremely 
disturbing to hear about the racial disparities that Mr. Taylor testi- 
fied to on the previous panel. And along the same lines of Mr. 
Davis’ questioning, what can the Department do to try to address 
the concerns raised by Mr. Taylor and the members of this commit- 
tee on the whole racial insensitivity of the mortgage industry, of 
the plight of the people who are now underwater, in the process of 
foreclosure. What programs can the Treasury put in place as our 
Government to help repair the damage, to help repair this wanton 
onward aggression that was displayed toward a class of people? 
What can happen? 

Mr. Allison. Well, as you point out, there was widespread pred- 
atory lending practices during the mid-part of this decade, and they 
caused tremendous damage around the country. 

One reason why the Secretary of the Treasury has been pressing 
so hard, and the President, for financial reform is to be able to es- 
tablish a stronger Consumer Protection Agency to help prevent 
abuses like this from occurring again. 

Now, the damage already exists, and we want to make sure that 
in our program there is not ongoing discrimination as people are 
considered for modifications, and that is why we are collecting that 
information. We look forward to publishing the first data around 
the distribution of modifications by race, ethnicity, so forth, and 
gender, and with that I think we will have a tool to confront 
servicers and mortgage modification practices if, indeed, they are 
showing discrimination. 

Mr. Clay. It is going to take some aggressive actions on the part 
of the Treasury to really crack down on these abuses and to dis- 
courage it and eliminate it from the marketplace. 

Now let me move on to HAMP. To my understanding, HAMP 
was modeled after the FDIC’s Indie Mac Program, which only had 
a borrower response rate of 50 percent during its most successful 
run. Let me ask you. Why did you choose to model HAMP after a 
program that was only moderately successful? 

Mr. Allison. Actually, we think HAMP is quite an innovative 
program. It is the first large program of its type that has required 
substantial reductions in people’s monthly mortgage payments. 
And as you look back at other modification programs in the past, 
many of which were abject failures, had either they modified very 
few loans or there was a very large re-default rate. It is because 
in almost all those cases they didn’t meaningfully reduce people’s 
monthly payments. 

So there is really not much data to go on with this program other 
than what we see so far, and I think it is still too early to make 
final judgments, but during the trial modification process the rate 
of people dropping out of the program has been somewhat lower 
than we would have expected. The rate of people who are unable 
to make the payments is somewhat lower than we expected. 
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Again, we are making further improvements in this program, 
with a view toward assuring that it is affordable and bringing in 
more people who can get help. 

Mr. Clay. Any idea of how many people have opted to remain 
in the home and rent from the new owner, or has that developed 
yet, or are we far enough down the path to see those trends? 

Mr. Allison. I really don’t have that information, but I will be 
happy to try to get it for you. 

Mr. Clay. Would you? 

Mr. Allison. Thank you. Yes, sir. 

Mr. Clay. Thank you. 

Mr. Allison. I certainly will. 

Mr. Clay. I yield back. 

Chairman Towns. I thank the gentleman from Missouri for 
yielding. 

Let me say that I am happy that you were able to hear the testi- 
mony earlier today. The one thing that really still sort of stands 
out and sticks with me is the inconsistency of the servicers. This 
was a point that was made today. What can Treasury do about 
these kind of things from an enforcement standpoint? 

Mr. Allison. Well, again, we are 

Chairman Towns. If you have a servicer that — and I am actually 
responding to this whole thing in terms of disparities — if you have 
a servicer that, for some reason, is not performing or for some rea- 
son feels that they don’t have to process, what happens, because I 
am sure there must be a way that you could look at how many peo- 
ple they have actually processed? 

Mr. Allison. Oh, yes. In fact, we publish that data every month, 
and what we are showing is, in addition to simply how many 60- 
day-plus delinquent loans each servicer has, how many trial modi- 
fications have been made, how many final modifications. We are 
going to have much more information about the quality of their 
service. 

But, most importantly, I think, from the standpoint of the ques- 
tion you are asking, we have an audit capability. We can look at 
their actual performance, and we then engage them on ways that 
they can improve, and by also publishing the information we are 
shining the public light on them, and that is a powerful incentive 
for them to improve their performance. 

I would say that where we have engaged servicers, where we are 
finding discrepancies between their operations and what we think 
the proper standards ought to be, they have been making improve- 
ments. And we have to continue working closely with them until 
we reach a standard that we think is uniform and satisfactory. We 
still have a lot of work to do, I must say. 

But I think we also have to keep in mind this is a relatively new 
program. It was announced just over a year ago. It didn’t really get 
running until last May, and in less than a year we have seen over 
a million homeowners get real relief, which is continuing today. 

Again, we have a lot more work to do to reach that 3 to 4 million 
target over the next several years, but I think we have — the 
servicers have much more capacity today. I think they are function- 
ing better. Fortunately, the rate of complaints has been reduced, 
but it is still too high from our standpoint. 
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So we want this program to continue maturing as rapidly as pos- 
sible to provide the kind of service that we ought to expect from 
them. 

Chairman TOWNS. Right. Let me say that I had to reorganize my 
office to be able to try to help people through this process because 
there are sections in my area where people are just losing their 
homes in tremendous numbers. Are you doing anything to sort of 
advertise the fact that these services are going on and these pro- 
grams are in existence? I mean, what is Treasury doing to adver- 
tise, to get the word out that this is going on and what you can 
do? I mean, are you spending any time doing any advertising? 

Mr. Allison. Yes, we are, Mr. Chairman. In fact, you touch on 
a very important point. Outreach all along has been extremely im- 
portant to acquaint people with the existence of this program and 
then how to navigate through it to get a modification. And we have 
been conducting, as I mentioned before, events around the country, 
especially in cities, major cities where there are a lot of people who 
need relief, in order to acquaint them with the program, how it 
works, and to put them in direct touch at these events with the 
servicers who can help them. 

Second, we are launching already a public service campaign 
which is going to be more active in the coming weeks, and will run 
through thousands of outlets around the country to make sure peo- 
ple are saturated with information, if we can, about this program. 

Chairman Towns. Right. Let me say this, and then I will yield 
to the gentleman from Maryland. 

I had an opportunity to look at the Urban League program in 
terms of — and their success. I am saying that maybe that might be 
another thing you want to consider is to let them expand their pro- 
gram, because for some reason or another they are able to sort of 
get people processed, get answers, and I don’t know in terms of 
how or why their situation is so different, but their success is 
amazing when you compare it with what else is going on. So you 
might want to consider looking at what they are doing or expand- 
ing what they are doing 

Mr. Allison. Yes. 

Chairman TOWNS [continuing]. Because I think that if we are 
talking about keeping people in their homes, I think we need to 
have a program that is successful. 

Mr. Allison. Yes. We applaud what the Urban League is doing, 
and many other, by the way, community groups and counseling 
groups around the country which we have linked up with. But let 
me go back and we will engage the Urban League and see whether 
we can learn more. 

Thank you. 

Chairman TOWNS. Thank you. 

I yield to the gentleman from Maryland. 

Mr. Cummings. Thank you very much, Mr. Chairman. I will be 
very brief, and I thank you. Just two things, going to what you just 
talked about, Mr. Chairman. 

I think the reason why the Urban League is so good is because 
it is intense and they actually get to the servicers, which is very 
significant, and I just have two concerns. One, because there are 
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a lot of people, before we see you again, a lot of people may be los- 
ing their homes, and I want to make sure we are real clear. 

Once a person gets in the process, how do we make sure — I 
mean, let’s say somebody from Mr. Towns’ district comes in. They 
finally get hold of the servicer, they are working out the deal, they 
are working out stuff, they are submitting their papers, and then 
the servicer is taking too much time and the next thing you know 
they face foreclosure. And, as you know, when they face foreclosure 
it is like quicksand, because what happens is all those legal fees 
start coming in and the next thing you know they don’t have a 
house. It is sort of like death. It is done. Over. 

So the question is: how do you enforce making sure that people 
are not foreclosed upon, let’s say even if they are going through the 
process? How do you make sure that does not happen? Are you fol- 
lowing my question? 

Mr. Allison. Yes, sir, I am. 

Mr. Cummings. Go ahead. And who does the enforcing? 

Mr. Allison. You very powerfully just explained the reason why 
we have issued this supplemental directive I described before, so 
that servicers are not allowed to foreclose on people while they are 
still under consideration for a modification, and then not for some 
time afterwards, if a decision 

Mr. Cummings. So everybody is watching this. That means that 
when that person starts the process, gets in his paperwork, and 
starts the process, when does the stop sign up that you cannot fore- 
close upon this person, because I am worried that the servicers are 
not going to — the chairman alluded to some of this. Let’s say the 
servicer is not cooperating. The next thing you know, our constitu- 
ent is out of a house. 

Mr. Allison. Right. Once they have submitted verifiable infor- 
mation, as required by the program, to the servicer, under this di- 
rective they cannot be foreclosed on until after a decision about the 
modification has been made. 

Now, one thing that is important is a lot of people, when they 
receive a referral notice, they get very frightened, and they think 
I am going to get foreclosed on. Some people might even give up 
on a modification and start making plans to move out. We want to 
make sure that they are informed, and this is a massive outreach 
we have to make. It is not just enough to issue a directive to these 
servicers. We have to get the word out. 

I think Members of Congress and their staffs can help, as well 
as counseling groups. We have a public service campaign going. We 
have all these events. We have our Web site. We have our phone. 
And we want the word to get out that this is a natural process. 
That is what these servicers do. They will start a foreclosure proc- 
ess while they are considering people for modifications. We have to 
make sure people understand you are not going to be foreclosed 
upon until after a decision is made, as long as you have given us 
verifiable documentation. 

Mr. Cummings. And last but not least, Mr. Chairman, I would 
ask if we could get copies of these audits conducted by Freddie Mac 
or Treasury for compliance, because that area that sounds like — 
given some of the things that you mentioned, Mr. Chairman, that 
might help us to try to protect our constituents. 
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Chairman Towns. Without objection, so ordered. 

Mr. Cummings. Thank you, Mr. Chairman. 

Chairman Towns. Let me say, first of all, Mr. Allison, I appre- 
ciate your coming and listening to the other witnesses, because I 
think it is just so important for you to hear from them, and that 
is the reason why I rearranged it. I really wanted them to go first 
and let you hear from them, because ordinarily I would have put 
you first. 

This is a very serious issue, and I really want to try to do what- 
ever we can to be able to keep people in their homes, and I want 
to be able, when people are able to ask me, I want to be able to 
say I did everything I could to try to be helpful during this very 
difficult time, and recognizing the fact that it is difficult. I listen 
to people all the time. 

A lady was on the phone 2 days ago who had two jobs, and of 
course the company moved, and of course now she is having dif- 
ficulty paying her mortgage and she is trying to get a modification. 
I mean, it just goes on and on and on in terms of situations that 
people now find themselves in. 

But I am reminded today how effective it can be to have a hear- 
ing. Within the last 24 hours the Department issued a new direc- 
tive that, as I understand it, would prohibit foreclosure on all 
HAMP-eligible loans until the borrower has had a chance to apply 
for help from the making home affordable program. I think that is 
just remarkable, and I applaud you for that. That is the kind of 
thinking I think that has to go into making certain that people are 
able to sort of stay in their homes. 

I know some will not be able to, but I think that we can do a 
whole lot better than what we are doing, and this should help with 
one of the biggest complaints borrowers have: that they have been 
unable to contact their lenders, that their paperwork is lost over 
and over again, and that I can’t get anybody on the phone and no- 
body will talk to me, and that they have not been given the oppor- 
tunity to otherwise participate in HAMP. 

Also, over the last 24 hours the biggest mortgage lender in the 
country. Bank of America, announced that it was adopting a mort- 
gage reduction program for severely underwater homeowners — I 
think that is remarkable — under which a significant part of the 
principal will be forgiven. 

I hope that in your position you can encourage other banks to 
take a very serious look at this, and I think this would help a lot 
of people, and maybe Bank of America can lead the way and others 
will be able to join in it. 

Reducing the amount owed on a mortgage strikes me as a very 
effective way to preserve homeownership while giving homeowners 
a realistic way to get their heads above the water again. 

Again, I strongly urge the Treasury Department to give serious 
consideration to a similar improvement to the HAMP program, but 
it should not stop there. I am asking the Treasury Department to 
expand that idea, to include more borrowers, and more lenders. 
The time to stem the home foreclosure crisis is now. 

I think that being creative, I really do believe that we can do a 
whole lot better than what we are doing in being able to keep peo- 
ple in their homes. 
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This is a very sad and serious situation when you have young 
children concerned about the fact they have to move out of their 
home, they have to move out and move to another neighborhood, 
go to another school, only because their mother and father are hav- 
ing difficulty paying the mortgage. And in many instances they 
have been in the house for several years. To me, I think there must 
be a way that we can deal with it. 

So I want to thank you, Mr. Allison, for coming and staying the 
entire time. 

On this note, the committee stands adjourned. 

Mr. Allison. Thank you. 

Chairman TOWNS. Reserving the right to do object, the record 
will be kept open for 7 days, so that Members may submit informa- 
tion for the record. 

[Whereupon, at 1:51 p.m., the subcommittee was adjourned.] 

[The prepared statement of Hon. Diane E. Watson and additional 
information submitted for the hearing record follow:] 
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Opening Statement 
Of 

Congresswoman Diane E. Watson 

“Foreclosure Prevention: Is the Home Affordabie Modification 
Program Preserving Homeownership?” 

Full Committee on 

Oversight and Government Reform Committee 

Thursday, March 25, 2010 
2154 Rayburn HOB 
10:00 A.M. 


Thank you Mr. Chairman for holding today’s 
important hearing on the Administration’s response to 
the ongoing foreclosure crisis. Each and every day too 
many American families are seeing the dream of home- 
ownership disappear, to be replaced with fear, loss, and 
heartbreaking uncertainty. 

In 2009, 2.8 million households received notice of 
foreclosure. In that same year, my state of California 
was one of the worst hit by this crisis with the highest 
number of foreclosures of any state. In 2010 an 
estimated 2.4 million additional borrowers will lose 
their homes, while millions more home-owners who 
continue to pay their mortgages will still be “under 
water.” 

In response to this crisis, which began during the 
previous administration, the Obama Administration 
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instituted various foreclosure prevention programs 
including HAMP- the Home Affordable Modification 
Program. 

A thorough investigation of the HAMP program 
has shown that, while the program has yet to be fully 
implemented, by most accounts the plan does not 
sufficiently affect the rate of foreclosures. As of 
February 2010 the HAMP program has only resulted in 
200,000 permanent loan modifications. While it is 
heartening that through these efforts some Americans 
are seeing relief, this number is far too small in light of 
the fact that one in ten homeowners nationwide are 90 
or more days delinquent on their mortgage payments or 
are already in foreclosure proceedings. Clearly, more 
needs to be done. 

While millions of Americans struggle to keep their 
jobs and homes, many are justifiably infuriated to see 
Wall Street Banks repeatedly receive large bailouts 
while paying themselves enormous bonuses. It seems 
that too often Wall Street receives faster and better help 
than average Americans. I look forward to hearing the 
testimony of today’s witnesses so that we might come to 
a consensus on the steps that are needed to keep people 
in their homes. I believe that we can and should do 
better. 

Thank you, Mr. Chairman; I yield back the 
balance of my time. 
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Committee on Oversight and Government Reform 
Questions for the Record 

Hearing: March 25, 2010 - “Foreclosure Prevention: Is the Home Affordable 
Modification Program Preserving Homeoivnership?” 

Questions For the Hniioniblc Neil M. Itarofsky, Special Inspector General for the Troubled 
Assets Relief Program 

By Representative Elijah Cummings: 

1. Other than the GAO and SIGTARP, where is the oversight for HAMP? 

2. As we know, Freddie Mac is the compliance agent for HAMP. Has Freddie Mac met its 
responsihilities in this capacity? 

3. Have sufficient resources been allocated within I'reasury to elfectively administer and 
monitor HAMP and associated foreclosure prevention programs? 
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QUESTION FOR MR. BAROFSKY 
By Representative Elijah Cummings: 

1 . Other than the GAO and SIGTARP, where is the oversight for HAMP? 

Answer: HAMP is a large and complex program involving numerous Government 
agencies, and there are many oversight bodies that could potentially have an oversight 
role. 

Oversight for HAMP should begin, first and foremost, with the Government agencies that 
manage HAMP activities, primarily Treasury's Homeownership Preservation Office 
within the Office of Financial Stability, which is primarily responsible for compliance 
and monitoring activities associated with its HAMP efforts. In addition, because 
Treasury has engaged the Government-Sponsored Enterprises ("GSEs") to act as its 
agents — Fannie Mae to conduct much of the administrative function and Freddie Mac to 
perform comliance functions - the GSE's regulator, FHFA, also has oversight 
responsibility over aspects of the program. Recent changes to the program also involve 
FHA and thus implicate the oversight of the HUD inspector general. Finally, like all 
TARP programs (with GAO and SIGTARP), the Congressional Oversight Panel also has 
oversight responsibility. 

2. As we know, Freddie Mac is the compliance agent for HAMP. Has Freddie Mac met its 
responsibilities in this capacity? 

Answer: SIGTARP is in the process of planning future audit work that will specifically 
examine HAMP compliance activities, including Freddie Mac's performance. 

3. Have sufficient resources been allocated within Treasury to effectively administer and 
monitor HAMP and associated foreclosure prevention programs? 

Answer: GAO has issued a report and testimony in which it questioned whether 
Treasury had adequate staffing to govern HAMP effectively. In a March 25, 2010, 
testimony, GAO stated, “[wjhile the Chief of the Homeownership Preservation Office 
(HPO) — the office within Treasury that is responsible for administering HAMP — 
consulted with staff and reduced staffing levels from 36 to 29 full-time positions. 
Treasury has not yet formally assessed whether HPO has staff with the skills needed to 
govern the program effectively.” 

SIGTARP did not explicitly make a finding in our audit that Treasury’s lack of adequate 
staffing was a direct cause of the problems in the program, but whether Treasury has 
adequate staffing levels to manage HAMP's compliance function effectively will be one 
of the examined in SlGTARP's future HAMP audit work. 
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Committee on Oversight and Government Reform 
Questions for the Record 

Hearing: March 25, 2010 - “Foreclosure Prevention: Is the Home 
Affordable Modification Program Preserving Homeovvnership?” 

Questions For Mr. Gene Doilnro, Acting Comptroller General, U.S. Government 
Accountability Office 

By Representative Elijah Cummings: 

1 . Other than the GAO and SIGTARP, where is the oversight for HAMP? 

2. As vve know, Freddie Mac is the compliance agent for HAMP. Has Freddie Mac 
met its responsibilities in this capacity? 

i. Have sufficient resources been allocated within Treasury to effectively administer 
and monitor HAMP and associated foreclosure prevention programs? 
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Enclosure 


1) Other than the GAO and SIGTARP, where is the oversight for HAMP? 


The Emergency Economic Stabilization Act (EESA) established several oversight mechanisms 
for the Troubled Asset Relief Program (TARP) that include coverage of HAMP-related 
activities: 


• The act created the Financial Stability Oversight Board (FinSOB), which is comprised of the 
Chairman of the Board of Governors of the Federal Reserve System, Secretary of the 
Treasury, Director of the Federal Housing Finance Agency, Chairman of the Securities and 
Exchange Commission, and Secretary of the Housing and Urban Development. FinSOB is 
required to report quarterly to Congress on Treasury’s actions to implement TARP and the 
effect of these actions in preserving homeownership, stabilizing financial markets, and 
protecting taxpayers. The most recent quarterly report covered the quarter ending on 
December 3 1,2009.' 


• The act also created the five-member Congressional Oversight Panel (COP). The Speaker of 
the House of Representatives, the minority leader of the House of Representatives, the 
majority leader of the Senate, and the minority leader of the Senate, each appoint one 
member, and the fifth member is a joint selection of each of the aforementioned 
Congressional leaders. COP is required to issue reports every 30 days on Treasury’s use of its 
TARP authorities, including the effectiveness of the Treasury’s foreclosure mitigation efforts. 
The most recent COP report on Treasury’s foreclosure mitigation efforts was issued on April 
14, 2010.^^ 


• The Special Inspector General for the Troubled Asset Relief Program (SIGTARP) is 
appointed by the President with the advice and consent of the Senate. SIGTARP is 
responsible for conducting audits and investigations of Treasury’s implementation of TARP 
and is required to issue reports to Congress summarizing Treasury’s TARP-related activities 
on a quarterly basis. The most recent quarterly report was issued on April 20, 2010, and 
included a discussion of HAMP.^ In addition, SIGTARP issued an audit report on March 25, 
2010, that focused on Treasury’s implementation of HAMP."* 


• The act also mandated that GAO conduct ongoing oversight of the activities and performance 
of TARP in meeting the purposes of the act, which include protecting home values, 
preserving homeownership, and restoring liquidity and stability to the financial system, 
among other things. GAO is required to report to Congress every 60 days. Prior GAO reports 
have covered Treasury’s implementation of HAMP as part of our 60-day reports on 


' See FinSOB: Quarterly Report to Congress (Washington, D.C.: Dec. 3 1 . 2009) . 

^ See COP; Evaluating Progress on TARP Foreclosure Mitigation Programs (Washington, D.C. : April !4. 2010 ). 
See SIGTARP: Quarterly Report to Congress, (Washington, D.C.: April 20. 20 1 0 ). 

See SIGTARP: Factors Affecting Implementation of the Home Affordable Modification Program, SIGTARP 10- 
005 (Washington, D.C.; March 25, 2010). 
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Treasury’s overall implementation of TARP and as the specific focus of a report issued in 
July 2009.^ 


In addition to the above named entities and individuals, EESA calls for Treasury to prepare and 
submit a number of reports to Congress (including audited financial statements) to enable the 
Congress and taxpayers to exercise oversight ofTreasury’s implementation of TARP, which 
includes HAMP as a subcomponent. 


2) As we know. Freddie Mac is the compliance agent for HAMP. Has Freddie Mac met its 
responsibilities in this capacity? 


Freddie Mac has had mixed results as a compliance agent to date. Freddie Mac entered into an 
agreement with Treasury to act as the compliance agent for FIAMP in February 2009. According 
to Treasury and SIGTARP, Freddie Mac has had difficulty meeting the deadlines of its planned 
audits and delivering key compliance reports as expected since the inception of the program. In 
late August, Treasury assessed the first servicer performance reviews that were completed by 
Freddie Mac and had several areas of concern, including the quality of staff used to perform 
audits, trouble using statistical sampling to reach general results, inability to take a “risk-based” 
approach, inconsistent and incomplete audit workpapers, and difficulty adapting to an “ever- 
evolving” HAMP. Treasury subsequently met with Freddie Mac senior officials to review these 
problem areas. Freddie Mac was then taken offline to develop and implement a detailed 
remediation plan. Freddie Mac resumed its onsite servicer performance reviews during the latter 
part of 2009. GAO plans to review the performance of Freddie Mac in its capacity as the 
compliance agent for HAMP as part of its ongoing oversight ofTreasury’s implementation of 
HAMP. 


3) Have sufficient resources been allocated within Treasury to effectively administer and 
monitor HAMP and associated foreclosure prevention programs? 

Treasury has not fully assessed the resources needed to administer and monitor HAMP. In our 
July 2009 report, GAO noted that although Treasury created the Homeownership Preservation 
Office (HPO) in November 2008 and established its current stmeture in March 2009, some of 
HPO’s positions continued to be filled with temporary detailees from other offices or agencies, 
and many positions remained vacant — including the position of Chief of HPO. Because HAMP 
is a new and untested program involving significant outlays of taxpayer dollars to privately 
owned companies (servicers) and mortgage holders/investors, GAO noted that it was important 
for Treasury to continue to regularly evaluate the number of HPO staff and their competencies to 
ensure that it has the resources needed to effectively govern the program. As such, GAO 


’ See GAO: Troubled Asset Relief Program: One Year Later, Actions Are Needed to Address Remaining 
Transparency and Accountability Challenges, GAO- 1 0-1 6 (Washington, D C.: Oct. S, 2009) and GAO: Troubled 
Asset Relief Program: Treasury Actions Needed to Make the Home Affordable Modification Program More 
Transparent and Accountable, GAO-09-837 (Washington, D.C.: July 23, 2009). 
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recorntnended that Treasury place a high priority on fijlly staffing vacant positions in HPO — 
including filling the position of Chief of Horaeownership Preservation with a permanent 
placement — and evaluate HPO’s staffing levels and competencies to determine whether they are 
sufficient and appropriate to effectively fijifill its HAMP governance responsibilities. A 
permanent Chief Homeownership Preservation Officer was hired on November 9, 2009. 
According to Treasury, staffing levels for HPO have been revised from 36 full time equivalent 
positions to 29, two of which remained unfilled as of March 2010. Treasury has not yet formally 
assessed whether HPO has the necessary staffing and skills to effectively fulfil! its 
responsibilities. In addition, since the staffing levels were reduced. Treasury has announced 
additional HAMP components and homeowner assistance programs that will be administered by 
HPO, and it remains unclear what staffing levels and skills will be needed for designing, 
implementing, and monitoring these additional efforts. 
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Committee on Oversight and Government Reform 
Questions for the Record 

Hearing: March 25, 2010 - “Foreclosure Prevention: Is the Home Affordable 
Modification Program Preserving Homeownership?” 

Questions For the Honorable Herbert Allison, Jr., Assistant Secrctar)' of the Treasurj' for 
Financial Stabilitj' 

By Representative Elijah Cummings: 

1) The recently released Supplemental Directive 10-02 will hopefully address some of the 
problems our constituents have faced in the HAMP process. However, the GAO and others 
have cited the constantly evolving guidelines as one reason that servicers have not responded 
uniformly or have been slow to meet HAMP standards, 1 urge you to get this Directive out to 
servicers quickly, and aggressively ensure that they are following it, 

a) Please describe the outreach efforts that you are going to utilize to ensure that these 
necessary changes arc made clear to lenders and servicers, and implemented quickly for 
the benefit of borrowers, 

b) Please describe the enforcement mechanism in place to ensure that servicers and lenders 
comply with the Directive. 

2) The GAO, SIGTARP, and others, have noted that HAMP has deficits in both compliance 
enforcement and accountability. Please clearly e.xplain what the roles of Freddie Mac and 
Treasury are as far as compliance and enforcement, and whether these two entities arc 
properly carrying out their responsibilities. 

3) Last month, when the Domestic Policy subcommittee met to discuss this issue, one witness, 
Mr. Ronald Paris, of Oewen Financial, argued that HAMP needs to adopt a fie.xible Residual 
Income Approach to determine what exactly an “affordable adjusted mortgage payment” is. 
Mr. Paris argued for a 28% dcbt-to-income threshold. Would a change like this be either 
effective or efficient? 

4) The Federal Reserve has injected tremendous amounts of capital into the market to buy up 
mortgage backed securities. It has led to historically low interest rates, and created a 
modicum of stability in the housing sector. However, the Federal Reserve has announced that 
it intends to end these purchases at the end of March 2010. 

a) Please discuss any impact that the assistance in the secondary market has had on 
foreclosures. 

b) Has the Federal Reserve purchases of Mortgage Backed Securities stemmed any of the 
loss in home values (and resulting negative homeowner equity)? 

c) Does Treasury intend to adjust internal programs to account for the scaling-back of MBS 
purchases by the Federal Reserve? 
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Questions from Representative Elijah Cummings (D-MD) 

1. The recently released Supplemental Directive 10-02 will hopefully address some of the 
problems our constituents have faced in the HAMP process. However, the GAO and 
others have cited the constantly evolving guidelines as one reason that servicers have 
not responded uniformly or have been slow to meet HAMP standards. I urge you to get 
this Directive out to servicers quickly, and aggressively ensure that they are following it. 

a. Please describe the outreach efforts that you are going to utilize to ensure that these 
necessary changes are made clear to lenders and servicers, and implemented quickly 
for the benefit of borrowers. 

Treasury previewed these changes with large servicers over the last several months, and, on 
March 26, all participating servicers were automatically notified when the guidelines were 
available on www.hmDadmin.com . Treasury also conducted a Home Affordable 
Modification Program (HAMP) leadership call for all participating servicers and reviewed 
the changes in detail. As program administrator, Fannie Mae discusses these changes with 
individual servicers on an ongoing basis, assisting with implementation and addressing 
concerns. 

b. Please describe the enforcement mechanism in place to ensure that servicers and 
lenders comply with the Directive. 

The HAMP Compliance Program is designed to ensure that servicers are satisfying their 
obligations under the HAMP Servicer Participation Agreements (SPAs) and all supplemental 
guidance, including Supplemental Directive 10-02. Freddie Mac, in its role as Treasury’s 
Compliance Agent for HAMP, has established a separate and independent division to 
conduct its compliance activities, named MHA-C. As part of its responsibilities, MHA-C 
conducts reviews of servicers’ quality control activities, anti-fraud programs and other 
internal controls specific to HAMP. 

There are several concrete measures by which MHA-C can assess servicers’ compliance with 
Supplemental Directive 10-02 specifically: 

1 . Satisfying Solicitation Responsibilities - Servicers have always been required to use 
reasonable efforts to contact homeowners and determine their eligibility for the 
program before referring them to foreclosure. Supplemental Directive 10-02 helps to 
clarify these responsibilities by defining a minimum number (six) of proactive 
solicitation steps, including at least four telephone calls and two written notices. 
Because servicers are required to document these concrete steps in homeowners’ loan 
files, MHA-C will be able to more accurately and efficiently assess whether servicers 
have satisfactorily reached out to homeowners before deeming them ineligible for 
HAMP and referring them to foreclosure. 
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2. Certifying that a Foreclosure Sale Can Proceed - To help prevent foreclosure sales 
from occurring before all loss mitigation options have been considered, servicers 
must certify that the homeowner is not eligible or no longer eligible for HAMP and 
that all other available loss mitigation options have been exhausted and a non- 
foreclosure outcome could not be reached. By requiring servicers to create a paper 
trail confirming homeowner ineligibility and exhaustive loss mitigation measures on 
the part of the servicer, MHA-C will more easily determine whether a foreclosure sale 
could have been avoided, 

MHA-C will identify systemic issues of non-compliance in its assessments of servicer 
activities, which are detailed in the question below, 

2. The GAO, SIGTARP, and others, have noted that HAMP has deficits in both 

compliance enforcement and accountability. Please clearly explain what the roles of 
Freddie Mac and Treasury are as far as compliance and enforcement, and whether 
these two entities are properly carrying out their responsibilities. 

As described above, the HAMP Compliance Program is designed to ensure that servicers are 
satisfying their obligations under the HAMP Servicer Participation Agreements (SPAs), 
Freddie Mac, as Treasury’s Compliance Agent for HAMP, conducts compliance activities 
through MHA-C. Treasury works closely with MHA-C to design and refine the compliance 
program and conducts quality assessments of the activities performed by MHA-C. Four 
major activities comprise the compliance program, which are conducted by MHA-C using an 
integrated and risk-based approach. The four activities include: 

• On-site Reviews - These reviews consist of assessing servicers’ internal controls and 
processes associated with the implementation of HAMP requirements. 

• Loan file Reviews - These reviews are conducted on-site or off-site with the purpose 
of: 

o Assessing whether the documentation in the loan file supports the servicers’ 
conclusion regarding HAMP eligibility; and 
o Comparing selected information in the loan files with data in the servicers’ 
systems and IR2, the database containing HAMP loan-level information. 

• NPV testing and assessments - These assessments consist of testing servicers’ 
proprietary systems to determine if HAMP NPV requirements were appropriately 
implemented. Because NPV calculations are a key component to eligibility, Treasury 
requires servicers to participate in NPV testing with MHA-C before using the 
servicers’ own applications, MHA-C has created a pre-implementation testing 
mechanism as well as a post-implementation compliance regime to help ensure 
servicers’ NPV calculations and processes meet HAMP requirements. 

• Targeted Review s -- These reviews focus on one or more specific processes or types 
of reviews listed above based on compliance trends, risk analysis or actual 
compliance activities results. 
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MHA-C has reported in servicer reviews that quality control activities, anti-fraud programs 
and other internal controls specific to HAMP continue to develop as the servicers’ HAMP- 
related processes mature during their implementation of the program. 

Generally, MHA-C has found that servicers are following HAMP guidelines. Where 
anomalies occur, Treasury assesses the severity based on information provided by MHA-C as 
well as other sources and determines further courses of action. 

Testing of each servicer’s NPV process before implementation requires the servicers’ results 
to be within strict thresholds of NPV processes. In addition, Freddie Mac conducts post- 
implementation NPV process reviews. These reviews have found some anomalies at 
servicers. Based on the anomalies, servicers are required to revert to the NPV tool available 
through the HAMP portal to ensure homeowners are not disadvantaged. 

3. Last month, when the Domestic Policy subcommittee met to discuss this issue, one 
witness, Mr. Ronald Paris, of Oewen Finaneial, argued that HAMP needs to adopt a 
flexible Residual Income Approach to determine what exaetly an “affordable adjusted 
mortgage payment” is. Mr. Paris argued for a 28% debt-to-income threshold. Would a 
ehange like this be either effective or efficient? 

Servicers have always had the flexibility to reduce payments below the 3 1 percent target 
monthly mortgage payment ratio. Though every modification under the program must lower 
the homeowner's monthly mortgage payment as close as possible to 31 percent of the 
homeowner's monthly gross income, servicers are not precluded under HAMP from tailoring 
a modification to meet an individual’s financial circumstances in this way. They may agree 
to a modification that reduces the homeowner’s monthly mortgage payment ratio below 31 
percent as long as the modification otherwise complies with the HAMP requirements. 
However, homeowner, servicer and investor incentive payments for these modifications will 
be paid based on modification terms that reflect the target monthly mortgage payment ratio 
and standard modification terms. 

Assigning incentives to a flexible income approach raises critical issues of fairness. Treasury 
continues to believe that, when taxpayer dollars are at stake, homeowners should feel assured 
that servicers are working with borrowers according to clear rules. 

4. (a.) Please discuss any impact that the assistance in the secondary market has had on 
foreclosures. 

Following the disruption in housing and financial markets, secondary mortgage markets have 
been supported by Fannie Mae and Freddie Mac, assisted by Treasury and Federal Reserve 
Board programs to support the market for mortgage backed securities (MBS). Over the last 
two years, total mortgage originations have closely tracked issuance of new agency MBS, 
i.e., MBS guaranteed by Fannie Mae or Freddie Mac (Figure 1). 

One of the key factors contributing to higher default rates and foreclosures has been 
declining home values and the increasing number of underwater mortgages. Assisting 
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secondary markets helps to mitigate foreclosures by making mortgage credit available at 
reasonable cost and bolstering market demand for housing, which shores up housing prices 
generally and increases the stability of the housing market. 
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Figure 1 

Total Mortgage Originations and GSE MBS Issuance 
$ billions 
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GSE New MBS — Total mortgage originations 


During 2009 the number of foreclosure notices issued each month continued at an elevated level, 
but the rate of increase moderated somewhat over the year earlier period. One contributing 
factor was the imposition of foreclosure moratoria at the state level; however, the ability of 
secondary markets to perform their necessary functions was also a factor. Secondary market 
liquidity and the continuing functions of the GSEs have allowed consumers to refinance their 
loans at lower rates, reducing their monthly payments and thereby lowering their risk of default 
and foreclosure. 


4. (b.) Has the Federal Reserve purchases of Mortgage Backed Securities stemmed any of 
the loss in home values (and resulting negative homeowner equity)? 

The goal of the Federal Reserve’s agency MBS purchase program was to provide support to 
mortgage and housing markets and to foster improved conditions in financial markets more 
generally. In total, the Fed purchased $1 .25 trillion worth of securities in the agency MBS 
market between January 2009 and termination of the program at the end of March 2010. 

It is likely that the MBS purchase program helped moderate the decline in home values between 
January 2008 and January 2009 when the program began. The Case-Shiller 20 city composite 
index fell by almost 20%. Between January 2009 and January 2010, the index fell by less than 
1%. Many industry observers view the Federal Reserve’s program as a significant contributing 
factor to this moderation. 
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4. (c.) Does the Treasury intend to adjust internal programs to account for the scaling- 
back of MBS purchases by the Federal Reserve? 

Treasury does not currently plan to adjust its programs in response to the termination of the 
Federal Reserve MBS purchase program. As part of the Administration’s ongoing commitment 
to continuously improve housing relief efforts, on March 26, the Administration announced 
adjustments to the HAMP and to the Federal Housing Administration (FHA) programs. These 
program adjustments will better assist responsible homeowners who have been affected by the 
economic crisis by giving mortgage servicers and originators increased flexibility to assist more 
unemployed homeowners and help more people who owe more on their mortgage than their 
home is worth. These program changes would have been undertaken irrespective of the 
termination of the Federal Reserve’s MBS purchase program. 

The market was informed that the MBS purchase program would end for some time prior to its 
termination. As a result, no severe market disruptions have occurred and private sector demand 
appears to have returned. It is also possible that the size of the market will stabilize at a lower 
level than was seen prior to the crisis. 

The Federal Reserve has indicated that it will continue to evaluate its purchases of securities in 
light of the evolving economic outlook and conditions in financial markets. 


6 



231 


Exhibit Book 


March 25, 2010 Hearing on 
“Foreclosure Prevention: Is the Home Affordable 
Modification Program Preserving Homeownership?” 


Committee on Oversight & Government Reform 
U.S. House of Representatives 
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What SIGTARP Found 

When HAMP was laundied in the first few months of 2009, Treasury justified the 
program by stating that it would “help up to 3 to 4 million at-risk homeowners avoid 
foreclosure,” and that it would do so “by reducing monthly payments to sustainable 
levels.” Notwidrstanding this laudable aspiration that the program would actually help 3 
to 4 million homeowners avoid foreclosure, Treasury has stated its 3 to 4 million 
homeowner goal is not tied to how many homeowners actually receive sustainable relief 
and avoid foreclcwure, but rather that 3 to 4 million homeowners will receive offers for a 
trial modificatimi. Measuring trial modification offers, or even actual trial modifications, 
fcH- that matter, is simply not particularly meaningful. The goal that should be developed 
and tracked is how many people are helped to avoid foreclosure and stay in their homes 
through permanent modifications. Transparency and accountability demand that 
Treasury establish goals that are meaningful, and that it report its progress in meeting 
such meaningful goats on a monthly basis. Continuing to frame HAMP’s success around 
the number of “offers” extended is simply not sufficient. 

A year into the program, although more than a million trial modifications have been 
initiated, the number of pennanent modifications thus far, 1 68,708, has been, even 
according to Treasury, “disappointing.” One Treasury official’s current estimate for how 
many permanent modifications will result from HAMP — 1 .5 to 2 million over the 
course of the four-year program — may be only a small fraction of the total number of 
fweclosures that will occur during that period. It is the current projected estimate of 
permanent modifications (and not Treasury’s still repeated 3 to 4 million figure) that 
should inform the debate on whether HAMP is worth the resources being expended or 
whether the program needs to be re-vamped to actually help more borrowers. 

There are several reasons that have been identified for the disappointing results: 

(a) program rules had not been fully developed by the time the program began, and 
Treasury has had to revise guidelines repeatedly, causing confusion and delay; 

(b) Treasury’s decision to permit servicers to start trial modifications before receiving 
supporting documentation has been counterproductive, creating a large backlog of trial 
modifications, of which many will never become permanent; and (c) Treasury’s 
marketing efforts thus far have been limited, with an inexplicable absence of its own 
television public service announcements a year into the program. 

Looking forward, even if HAMP results in the estimated 1 .5 to 2 million permanent 
modifications, the program will not be a long-term success if large amounts of 
borrowers simply re-default and end up facing foreclosure anyway. Several aspects of 
HAMP’s design make it particularly vulnerable to re-defaiilis. First, a borrower’s non- 
mortgage debts (which could prevent a homeowner from staying current on even 
modified mortgage payments) are neither factored into the modified payment calculation 
nor will they exclude borrowers from participating in HAMP. Second, borrowers may be 
unable to meet the increasing monthly payments if their income has not increased 
commensurate with the interest rate adjustments that begin once the five-year 
modification period is concluded. Third, even if borrowers receive a HAMP permanent 
modification on their first lien, for the estimated 50 percent of at-risk borrowers, the 
total monthly mortgage payments might still be unaffordable if the second lien is not 
also modified or extinguished; only recently has Treasury been able to sign up servicers 
to Treasury’s second lien program. Finally, given the prevalence of negative equity in 
mwlgages eligible for modification, re-defaults resulting from negative equity, including 
strategic defaults, may be a factor as borrowers decide that it makes more economic 
sense for them to walk away from their mortgages notwithstanding the lower payments. 


Special Inspector General for the Troubled Asset Relief Program 
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Factors Affecting Implementation of the Home 
Affordable Modification Program 

SIGTARP Report 10-005 March 25, 2010 


Introduction 


Home foreclosures can have a devastating impact not only on the families losing their homes, but 
also on the communities affected and on mortgage lenders. Families can potentially face 
economic challenges and homelessness after losing what is typically their most important asset 
and investment; communities suffer from the downward drag on property values that vacant, 
foreclosed-upon houses represent; and mortgage lenders and investors not only lose their receipt 
of monthly house payments but are often left with the difficult choice of selling the homo at fire 
sale prices or incurring substantial maintenance expenses. Unfortunately, these negative effects 
have been widely felt during the eurrent financial crisis, with foreclosures in many areas of the 
country reaching historic proportions. More than two million homeowners received foreclosure 
filings in 2008; nearly 2.8 million homeowners received foreclosure filings in 2009, and millions 
more are expected in 2010, with some estimates predicting that the number will eclipse the 
already staggering 2009 number. 

With the foreclosure crisis as background. Congress made foreclosure mitigation an express part 
of the Emergency Economic Stabilization Act of 2008 (“EESA”), the statute that created the 
Troubled Asset Relief Program (“TARP”). Among other things, preserving homeownership is 
an explicit purpose of EESA, and “the need to help families keep their homes and to stabilize 
communities” is one of the considerations that the Secretary of the Treasury must take into 
consideration in exercising his authorities under EESA. 

In February 2009, the United States Department of the Treasury (“Treasury”) announced several 
home preservation initiatives under the broad Making Home Affordable (“MHA”) program, 
including the Home Affordable Modification Program (“HAMP”). HAMP is a $75 billion 
program that includes $50 billion from TARP for the modification of privately-owned mortgage 
loans. More than a year has now passed since HAMP was announced, and this audit examines 
the program’s status and limited successes thus far. This report is a review of the actions 
Treasury has taken to implement HAMP and is not an audit of servicers. The information 
garnered from our conversations with servicing officials was used as supplemental information 
to further inform our assessment of HAMP’s status and challenges. 
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Objectives 

The objectives of this audit are to determine the status of HAMP and what challenges have been 
faced in HAMP’s implementation. Specifically, we wUl answer the following questions: 

What is the status of HAMP, and has the program met its goals for participation thus far? 

What challenges have confronted and continue to confront Treasury in implementing the 
program? 

SIGTARP wilt issue separate reports on HAMP’s internal controls and on servicers’ compliance 
with Treasury’s net present value test, and will soon announce additional audit work on HAMP’s 
compliance program. 

For a discussion of the audit scope and methodology and a summary of prior coverage, see 
Appendix A. For a description of HAMP stakeholders’ roles and responsibilities, see Appendix 
B. For a description of how the HAMP net present value test model has changed over the course 
of the program, see Appendix C. For definitions of acronyms used in this report, see Appendix 
D. For a list of audit team members, see Appendix E. For management comments, see 
Appendix F. 


Background 

HAMP is designed to encourage loan servicers to modify eligible mortgages so that the monthly 
payments of homeowners who are currently in default or are in imminent risk of default will be 
reduced to affordable levels, Loan servicers are not required to participate in the program, but 
HAMP encourages servicers to make such modifications by sharing some of the costs associated 
with the modification and by making incentive payments based upon successful modifications. 
Once servicers sign a Servicer Participation Agreement, servicers are required to offer HAMP 
modifications to all eligible borrowers. 

Treasury signed fiscal agent agreements with the Federal National Mortgage Association 
(“Fannie Mae”) and the Federal Home Loan Mortgage Corporation (“Freddie Mac”) to act as 
Administrative Agent and Compliance Agent, respectively, for HAMP. In addition, Fannie Mae 
and Freddie Mac are required to modify eligible mortgages that they own or guarantee. The 
Administration estimated, at the time HAMP was announced in February 2009, that the cost to 
Fannie Mae and Freddie Mac of modifications of loans they own or guarantee could be up to $25 
billion. 

Actual execution of the program lies in large part with participating mortgage servicers whose 
employees are responsible for the offering and processing of modifications. As of the end of 
January 2010, 110 servicers signed agreements to participate in the privately-owned mortgage 
portion of HAMP with servicer success and performance varying. Other entities have additional 
roles and responsibilities for implementing HAMP. See Appendix B for the key HAMP 
stakeholders and descriptions of their roles and responsibilities. 


2 



239 


This background section briefly describes (a) HAMP’s eligibility requirements, (b) the basic 
structure of how the terms of modifications are determined, (c) the incentive payment structure, 
and (d) other programs that facilitate or operate in lieu of HAMP modifications. 

HAMP Eligibility 

One financial eligibility requirement under HAMP is that a borrower must cither bo in default of 
his or her loan — 60 or more days late on their mortgage payments — or be at risk of imminent 
default. Risk of imminent default is defined as a borrower who is current on his or her mortgage 
payments, or is less than 60 days delinquent but faces the possibility of future default because of 
a change in financial circumstances, such as through an interest rate reset, unemployment, or 
some other reason that has made it difficult for the homeowner to continue meeting his or her 
monthly payments at the existing level. In addition to meeting these criteria, a borrower’s 
mortgage must meet other eligibility criteria to receive a HAMP modification on his first lien.* 
Table 1 lists the additional eligibility criteria. Mortgages that have been securitized^ may require 
modifications to be approved by investors and, as discussed briefly below, a separate program 
has been initiated to deal with second liens. Although not an eligibility criterion, any foreclosure 
action will be suspended during a trial period or during consideration for foreclosure alternatives. 
Foreclosure may resume if a modification effort fails. 

Table 1 — Additional Criteria Used to Determine if a Mortgage is Eligible for a 
HAMP Modification 


Origination Date 

Mortqaqe must have originated on or before January 1, 2009. 

Qualification Terms 

The home must be owner occupied and a single family 1 -4 unit property with 
a maximum unpaid principal balance of: 

• 1 unit - $729,750 

. 2 unit -$934,200 

• 3 unit -$1,129,250 

• 4 unit -$1,403,400 

The home must be the borrower's primary residence. 

The home may not be investor-owned. 

The home may not be vacant or condemned. 

Borrowers in bankruptcy are not automatically eliminated from consideration. 
Borrowers in active litigation regarding the mortgage may qualify without 
waiving their legal rights. 


Source: Home Affordable Modification Program Guidelines, March 4. 2009. 


If a mortgage meets these eligibility criteria, the servicer will undertake a “net present value test” 
to determine whether it will modify the mortgage, seek a foreclosure alternative, or pursue 


' A lien is a form of security interest granted over an item of property to secure the payment of a debt or 
performance of some other obligation. The firet lien takes priority over all other encumbrances over the same 
property. 

^ Securitization is a process where financial assets are packaged together into securities that are sold to investors. A 
mortgage pooling and servicing agreement describes how pooled loans will be serviced and dictates how proceeds 
and losses will be distributed among bondholders. Some agreements limit or prevent servicers from making 
modifications to mortgages. For a more detailed description of securitization, see SIGTARP's April 2l , 2009 
Quarterly Report to Congress, with the discussion beginning on page 92. 
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foreclosure. Several loan characteristics are input into Treasury’s net present value model, with 
a resulting positive or negative numeric value. These inputs include the location of the home, the 
value of the mortgage, the homeowner’s credit score, the homeowner’s front-end dcbt-to-income 
ratio, and the loan’s delinquency status. Participating servicers are required to offer a HAMP 
modification to a borrower qualifying for a modification based on the other program criteria if 
the model generates a positive value, which indicates that it is economically advantageous to 
modify the loan; i.e., the modification will cause less loss to the owner of the mortgage than 
proceeding with foreclosure.^ 

Modification Terms 

Treasury made the decision, based on certain industry standards, that an affordable mortgage 
would have a mortgage debt-to-income ratio of 3 1 percent, meaning that the total monthly 
mortgage payment will be no more than 31 percent of the homeowner’s monthly gross income. If 
a borrower meets the eligibility criteria and the net present value model yields a positive value, 
the servicer follows HAMP’s “waterfall” (shown in table 2) in order to design a modification 
that will result in a debt-to-income ratio of 3 1 percent. Servicers apply the modification steps in 
the stated order until the borrower’s debt-to-income ratio is reduced as closely as possible to 3 1 
percent without going below.'* 


Table 2 — HAMP’s Waterfall Steps 


Step One 

Capitalize all outstanding interest, escrow advances, and third-party fees. 

Late fees are to be waived for a borrows* who satisfied conditions for a trial modification. 

Step Two 

Reduce the mortgage Interest rate in increments of 0. 125 percent with a floor of two 
percent. 

If the loan is a fixed rate or adjustable-rate mortgage, the current interest rate is used as 
starting point. 

If the mortgage is a resetting adjustable-rate mortgage, the starting point will be the reset 
interest rate. 

Step Three 

The term of the mortgage can be extended to 480 months from the modification effective 
date. 

If the pooling and servicing agreement does not allow an extension, the mortgage may be 
re-amortized based upon 480 months with a balloon payment due at maturity. 

Neqative amortization is prohibited after the effective date of the modification. 

Step Four 

Provide non-interest bearing and non-amortizing principal forbearance. 


’ Loans that are owned or guaranteed by the govemment sponsored enterprises, on the other hand, arc modified if 
the net present value model results are equal to or greater than a negative $5,000. 

’ Servicers arc not precluded under HAMP from agreeing to a modification that reduces the borrower’s monthly 
mortgage payment ratio below 3 1 percent as long as the modification otherwise complies with the HAMP 
requirements. Similarly, and where permitted by Ihe applicable servicing agreement or contract, servicers are not 
precluded from agreeing to a modification where the interest rate does not step up after five years, or where 
additional principal forbearance is substituted for extending the term as needed to achieve the target monthly 
mortgage payment ratio of 31 percent. 
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This forbearance amount will resuK in a balloon payment fully due upon maturity of the 
loan, upon payoff of the interest bearing portion of loan, or the transfer of the property to 
another party. 

Principal forgiveness is not required under HAMP; however, servicers may forgive principal 
to achieve the debt-to-income ratio goal of 31 percent on a standalone basis or before any 
of the previous steps. 

If principal is forgiven before step one through three, no subsequent step in the waterfall 
may be skipped. 

If the interest rate is not reduced after principal forgiveness, the existing rate will be fixed 
and treated as the modified interest rate. 

Source: Treasury, Supplemental Directive 09-01, April 6, 2009. 


After April 15, 2010, borrowers who fiilly qualify for a modification and submit the required 
documentation enter a trial period. Before then, trial modifications could be made without 
documentation. The trial period lasts 90 days^ and includes three modified mortgage payments, 
but can last longer if necessary to comply with investor contractual obligations. If the borrower 
is current at the end of the trial period and all documents have been received by the servicer, the 
borrower will be offered a permanent modification. 

Incentive Payments 

To encourage participation in the program. Treasury pays incentives using TARP funds. First, 
Treasury shares some of the economic cost of the modification. If a servicer makes 
modifications to get a homeowner down to a 38 percent mortgage debt-to-income ratio, Treasury 
will provide 50 percent of the costs of modification to get the loan from 38 percent to the target 
3 1 percent debt-to-income ratio. Such payments are made once the modification becomes 
permanent and lasts for up to five years or until the loan is paid off, whichever is earlier. 

Second, Treasury makes incentive payments for successful modifications. These incentives are 
targeted toward the three main participants in the mortgage modification process — the 
homeowners who stay current on their mortgages after a modification, the mortgage servicers 
who establish successful modifications, and the investors who own the mortgage loans. Table 3 
describes incentive payments made for successful HAMP modifications. 


^ On August 26, 2009, Treasury announced a temporary waiver to allow an extension of up to two months for aii 
trial periods so borrowers could submit all required documentation. A second two-month extension occurred on 
November 1 8, 2009, and then a thiixl for one month with the conversion campaign detailed in Supplemental 
Directive 09-10 on December 23, 2009. This waiver was later amended to provide for an extension through 
December 3 1 , 2009. 


5 





242 


Table 3 — HAMP Incentive Payments 


Servicer Incentive 
Payments and Pay 
for Success Fees 

Servicers will receive an up-front incentive payment of $1 ,000 for each 
permanent modification. They wiH also receive pay for success payments — 
as long as the borrower stays in the program — of up to $1 ,000 each year for 
up to three yeare. 

Borrower Pay-for- 
Performance 
Success Payments 

Borrowers are eligible to receive a pay-for-performance success payment that 
goes straight towards reducing the principal balance on the mortgage loan as 
long as the bomower is current on his or her monthly payments. Borrowers 
can receive up to $1 ,000 of success payments each year for up to five years. 

Current Borrower 
One-Time Bonus 
incentive 

One-time bonus incentive payments of $1,500 to investors and $500 to 
servicers will be provided for modifications made while a borrower is still 
current on mortgage payments, but In danger of imminent default. The 
servicer will be required to maintain records and documentation evidencing 
that the trial period payment arrangements were agreed to while the borrower 
was less than 30 days delinquent. 

Investor Incentives 

This compensation equals one-half of the dollar difference between the 
borrower's monthly payment at 31 percent and the lesser of (i) what the 
borrower's monthly payment would be at a 38 percent; or (ii) the borrower's 
pre-modification monthly payment. This incentive lasts up to five years. 


Note; No funds have been allocated for the bomswer pay-for-performance success incentive as the required 12 months have not 
yet transpired since the first trial period started. 


Source: Treasury. Home Affordable Modificatiort Program Guidelines. March 4. 2009. 


Complementary Programs 

HAMP’s first lien program, described above, is just one of the programs under the broader MHA 
efforts designed to assist struggling homeowners. Some of the other programs are designed to 
work in conjunction with HAMP; others are intended to provide alternative forms of relief to 
homeowners. These other programs are as follows: 

• The Home Affordable Refinance Program is intended to provide access to low-cost 
refinancing for homeowners suffering from falling home prices and whoso mortgages are 
owned or backed by Farmic Mae or Freddie Mac. Treasury docs not administer the Home 
Affordable Refinance Program; the government-sponsored enterprises (“GSE”) 
administer the Home Affordable Refinance Program themselves, under the supervision of 
their regulator and conservator, the Federal Housing Finance Agency. 

• The Second Lien Modification Program includes homeowner relief for those facing 
default or foreclosure with second mortgages. The program is intended to work within 
the framework of HAMP to offer a more complete relief package for homeowners with 
second liens. A homeowner cannot qualify for the Second Lien Modification Program 
unless his or her first loan has been modified under HAMP. 

• The Home Price Decline Protection Incentives are intended to encourage additional 
investor participation and HAMP modifications in areas with recent price declines by 
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providing additional payments to investors in areas that have suffered a decline in home 
prices. 

• The Home Affordable Foreclosure Alternatives are intended to enable servicers and 
borrowers to pursue short sales and deeds-in-lieu of foreclosure for HAMP-eligible 
borrowers in cases where the borrower is unable or unwilling to modify his or her 
mortgage. 

For more detailed descriptions of these programs, see SIGTARP’s July 2009 Quarterly Report to 
Congress, pages 1 14-116; October 2009 Quarterly Report to Congress, page 97; and January 
2010 Quarterly Report to Congress, page 98. 
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The Number of Permanent Modifications 
Entered Into During HAMP’s First Year Has 
Been Below Expectations 


This section addresses what Treasury ’s participation goals for HAMP are and examines whether 
those goals have been met during the program 's first year. The next section will examine the 
challenges that have confronted and continue to confront Treasury in implementing HAMP. 


Treasury states that its goal for HAMP is that the program will offer trial modifications to 3 to 4 
million borrowers at risk from its inception through its expiration at the end of 2012. This 
section first examines how Treasury has articulated its goals for HAMP and notes that Treasury’s 
initial statements about the program indicated that HAMP was originally intended to result in 3 
to 4 million permanent modifications — a level that simply will not be met absent an 
unanticipated and dramatic increase in participation. Irrespective of how the goal is defined, 
although Treasury has made progress in developing the administrative backbone of the program 
and in getting the program started rapidly — meeting targets for servicer participation and a goal 
for early trial modifications — the rate of permanent modifications thus far has been slow. From 
HAMP’s inception through February 2010, only 168,708 mortgages have been permanently 
modified.* 


Treasury’s HAMP Participation Goal 

In its discussions with SIGTARP during the course of this audit, Treasury has insisted that its 
participation goal for HAMP is — and has been from the program’s inception — that 3 to 4 
million borrowers will be offered trial mortgage modifications over the four years of the 
program. In other words. Treasury ’s stated goal is not tied to how many borrowers are actually 
helped by entering pennanent modifications, but rather how many had the opportunity to enter 
trial modifications by receiving offers. 

What the anticipated benefits of a program are and how a program's success or failure is defined 
are important to provide a reference point for discussions about whether a program is worth the 
resources devoted to it and whether the program is functioning as it should. An examination of 
how Treasury has articulated its HAMP participation goal over time demonstrates that Treasury 
has been less than consistent about how it has justified the program's costs or defined what 
success in the program would mean. Many of Treasury’s prior statements about the program 


^ Treasury reports 1,499 of the 170,207 pennanent ntodifications started have been cancelled, resulting in 168,708 
active permanent modifications a.s of February 2010. 
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have strongly suggested that fiAMP would result in 3 to 4 million permanent modifications, not 
merely offers for trial modifications. For example: 

• When the outlines of MHA and HAMP were developed in early 2009 by a working group 
of officials from Treasury, the Department of Housing and Urban Development (“HUD”) 
and the White House, they advocated that the refinance and modification programs 
should “have a scale that can have a real impact on turning the housing problems around 
in this country.” 

• When HAMP was announced in February 2009, the Administration announced that the 
program’s goal was to “enable as many as 3 to 4 million homeowners to modify the terms 
of their mortgage to avoid foreclosure.” 

• In a summary sheet describing HAMP guidelines released on March 4, 2009, Treasury 
stated that HAMP “will help up to 3 to 4 million at-risk homeowners avoid foreclosure 
by reducing monthly mortgage payments.” 

• In its first supplemental directive concerning program guidelines, dated April 6, 2009, 
Treasury described HAMP as a “national modification program aimed at helping 3 to 4 
million at-risk homeowners — both those who are in default and those who are at 
imminent risk of default — by reducing monthly payments to sustainable levels.” 

• Treasury’s Web site still states that HAMP was created as “a $75 billion loan 
modification program to help up to 4 million families avoid foreclosure.” 

In sum, Treasury has repeatedly given the distinct impression that HAMP will help 3 to 4 million 
homeowners actually avoid foreclosure by reducing their monthly mortgage payments to a level 
that they can afford over the long term; those positive results can only occur with permanent 
modifications. Although Treasury has, at times, noted that the goal was tied to offers and not 
actual modifications,^ in its discussions with SIGTARP in connection with this audit, Treasury 
has conceded that its use of language in describing HAMP’s participation goals has been 
“confusing” and that it has not been “crisp” in defining its goals. Although SIGTARP is 
skeptical, as discussed below, about whether Treasury’s goal of giving offers for trial 
modifications is a meaningful one, for purposes of this discussion at least, SIGTARP accepts 
Treasury’s assertion that its goal has always been offers and not permanent modifications. 


’ In a March 4, 2009 MHA program description. Treasury staled that they were “creating a comprehensive stability 
mitiative to offer reduced monthly payments for up to 3 to 4 million at-risk homeowners. . In testimony on July 
24, 2009, before the House Financial Services Committee, Treasury Secretary Geithner stated that “3 to 4 million 
homeowners will be offered trial loan modifications under the Administration’s program.” In testimony before the 
Congressional Oversight Panel on September 10, 2009, Treasury Secretary Geithner stated that HAMP was 
“designed to allow 3 to 4 million families the chance to stay in their homes.” The MHA Monthly Program Report, 
for October 2009 and each month thereafter, has stated that HAMP has a “goal of offering 3 to 4 million 
homeowners lower mortgage payments through a modification over three years.” 
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In any event, during the course of this audit, a Treasury official estimated that under HAMP a 
total of approximately 3 million trial modifications will be initiated and between 1 .5 and 2 
million of those will become permanent modifications. 


Status of Participation in HAMP 

Treasury has made substantial progress during the year since the announcement of HAMP in 
attaining servicer participation. HAMP goals were developed based on a projection that servicer 
participation would be 90 percent as measured by coverage of all privately-owned mortgages. In 
its first publicly available monthly HAMP status report, which covered activity through July 
2009, Treasury reported that 38 servicers had signed agreements to modify mortgages, with 
those servicers covering approximately 85 percent of eligible mortgage debt outstanding. By 
January 2010, 1 10 servicers of privately-owned mortgages were participating in HAMP, with 
approximately 89 percent of all potentially eligible mortgage debt outstanding covered by those 
servicers. Servicer participation levels, therefore, are very close to projected levels. 

The program’s experience of attaining borrower participation, however, has been mixed. The 
first batch of servicers entered into agreements enabling them to start trial modifications in April 
2009. Through July, Treasury reported there were 235,247 trial modifications, but Treasury 
recognized that much more had to be done to help homeowners. In July, Treasury and HUD 
took steps to accelerate this pace. On July 9, 2009, Treasury Secretary Geithner and HUD 
Secretary Shaun Donovan wrote the Chief Executive Officers of participating servicers calling 
upon them to redouble their efforts to increase staffing and improve borrower response times. 

On July 28, 2009, Treasury, HUD and other government officials met with senior officials from 
servicers participating in HAMP to discuss ways in which to accelerate the program. At that 
meeting, three steps were announced to improve the program’s performance: (a) performance on 
a servicer-by-servicer basis would be publicly reported, (b) performance metrics would be 
developed, and (c) Freddie Mac, in its role as the program’s compliance agent, would take a 
“second-look” at a sample population of modifications. At that time, it was also announced that 
the Administration had instituted a goal to reach 500.000 trial modifications by November 1, 
2009. 

The goal of 500,000 trial modifications was met by early October; indeed, Treasury reported a 
total of nearly 700,000 trial modifications by November 1, 2009. At the same time, however. 
Treasury had not disclosed the number of permanent modifications in its monthly Servicer 
Performance Report through November 1 , 2009. The slow pace of conversions from trial to 
permanent modifications prompted Treasury and HUD, in November 2009, to undertake a 
“conversion drive.” According to public statements by Treasury, through that point, servicers 
had “not done a good enough job of bringing people a permanent modification solution” and 
needed “to do better.”* One Treasury official told the press that “some of the firms ought to be 
embarrassed, and they will be.” The conversion drive included; 


For their part, servicers stated that a lack of guidance from Treasury and constantly changing program guidelines 
were challenges to implementing HAMP. These issues are discussed in more detail in the next section. 
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• public reporting of conversion rates by servicer 

• regular communications with the servicers and reporting by the servicers on conversions 

• the deployment of conversion “SWAT’ teams to assist the largest servicers 

• engagement with key state and local groups in an outreach campaign 

During the conversion drive. Treasury identified approximately 375,000 of the nearly 700,000 
borrowers in modifications were eligible to convert to permanent modifications by December 3 1 , 

2009. According to the Chief Homeownership Preservation Officer, of this group of borrowers, 
approximately one-third was simply awaiting a decision from their servicers as to whether they 
qualified for a permanent modification; about 37 percent had submitted some, but not all, 
documents necessary; and more than 20 percent had submitted no documents at all to their 
servicers. 

Approximately 3 1,000 mortgages were moved into permanent modifications through November 
2009; the total number of permanent modifications was approximately 66,000 through December 
(a monthly increase of 35,000) and 1 16,000 through January 2010 (a monthly increase of 
50,000). In total, through February 2010, approximately 1,000,000 cumulative mortgages were 
actively in HAMP modifications ( 1 68,708 cumulative active permanent modifications and 
835,194 cumulative active trial modifications). Figure 1 shows the number of cumulative trial 
and permanent modifications completed through each month from July 2009 through February 

2010 . 
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Figure 1 — Growth in Active Modifications {Cumulative Data from July 2009 
through February 2010) 



Notes: The permanent modification number for September includes ali active permanent modification from program inception. 
Treasury reports 1,499 of the 170,207 permanent modifications started have been cancelled, resulting in 1S8.708 active 
permanent modifications as of February 2010, 


Source: Treasury, MaKing Home Affordable Ser\ncer Performance Reports, July 2009 through January 2010. 


The Pace of Modifications Has Not Met Expectations Thus Far 

Conversions from trial modifications to permanent modifications have been slow thus far: only 
15 percent or 168,708 mortgages of the total 1,094,064 trial modifications started are still in 
active permanent status. Montlily conversions to permanent status from October through 
February have been 3,000; 26,000; 35,000; 50,000; and 52,000.’ Unfortunately, a Treasury 
official has indicated that even this modest pace of permanent modifications will not be 
sustainable and that the number of cancellations will likely increase. 


’ There were nearly 2.000 conversions to permanent modification from the beginning of the program through the 
end of September 2009. 
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Treasury faces two significant hurdles in converting the current substantial backlog of trial 
modifications into permanent status. The first relates to verbal modifications. On or prior to 
April 15, 2010, servicers are permitted to start a borrower’s trial modification with stated 
income, or verbal financial information, which is inherently less reliable than documented 
information. As of December 21, 2009, Treasury reported 18 HAMP servicers, including four of 
the five largest HAMP servicers, had used stated income when determining initial HAMP 
eligibility. This documentation is required to be collected before the trial modification ends. 

One of the servicers SIGTARP visited expressed concern for the resulting “disproportionate time 
and expense” required to narrow down those homeowners who will actually transition to a final 
modification among those who received verbal trial modifications. Identifying and removing 
from the program ineligible borrowers who already started trial modifications as a result of 
inaccurate, verbal income information is an additional strain on a servicer’s already limited 
resources. Although use of verbal financial information certainly helped Treasury meet its 
interim target of achieving 500,000 trial modifications by November 2009; because of this 
diversion of resources, allowing verbal modifications was arguably counterproductive to 
attaining permanent modifications. Treasury has since recognized the limits of relying on 
unverified financial information before commencing trial modifications and issued a policy on 
January 28, 2010, ending this practice for all trial periods initiated after April 15, 2010. 

Although this tightening of the standards makes sense, it presumably will reduce the already 
declining number of trial modifications coming into the system, providing further reason to 
question whether the flow of trial modifications into the system is sufficient, as discussed below. 

The second issue affecting conversion relates to when payments are due during the trial period. 
On or prior to April 15,2010, after the borrower makes the first trial modification payment 
during the initial month in which the trial modification becomes effective, he or she has the full 
length of the trial period to satisfy further trial payment requirements. The borrower can thus 
make the remaining two payments (or three payments for borrowers at imminent risk of 
defaulting)" on the last day of the final trial period month. As such, a borrower’s likelihood for 
default is concealed during the trial period and borrowers may have an incentive to delay 
entering into permanent modifications. About 25 percent of homeowners who received trial loan 
modifications and were targeted for the conversion campaign failed to keep up with their new 
reduced payments, and at least 93,750 borrowers have missed required payments. Accordingly, 
the backlog of trial modifications may be heavily populated by homeowners who are unable or 
unwilling to make the required trial modification payments but who have been able to forestall 
foreclosure (and live effectively rent free) during the term of the trial modification. Several of 
the servicers interviewed reported concerns about homeowners trying to game the system in this 
fashion. Treasury changed these payment requirements so that after April 15, 2010, a borrower 
must make monthly payments to be considered current. 

In addition to potential problems in converting the backlog of trial modifications to permanent 
modifications, recent data suggests that it might prove to be difficult to bring sufficient new trial 
modifications into the program. Since October, new trial modifications have only averaged 


In providing recommendations on HAMP program design, SIGTARP warned against such reliance on unverified 
information. See SIGTARP’s Quarterly Report to Congress dated October 2 1 , 2009, beginning on page 1 58. 

“ ’ Non-defaulted borrowers facing a financial hardship are considered at imminent risk of defaulting. This category 
of borrowers has a four-month HAMP trial period. 
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about 96,000 per month (approximately 1 10,000 in November; 1 10,000 in December; 80,000 in 
January; and 85,000 in February). It is clear, however, that a certain percentage of homeowners 
who enter trial modiOcations will fall out of the program before successfully entering a 
permanent modification due to, for example, re-default during the trial period. A Treasury 
official estimated that 50 percent to 66 percent of trial modifications will become permanent,'^ 
and indeed, the Assistant Secretary for Financial Stability has testified before the Congressional 
Oversight Panel that past experience would suggest that a 50 percent conversion rate would be 
the minimum expected and that a 75 percent conversion rate would make it “quite a successful 
program,” 

Figure 2 shows monthly borrower participation in both trial and permanent modifications since 
August 2009. 


Figure 2 — Modifications Started Per Month (Non-Cumulative Data for August 2009 
through February 2010) 



Note: Treasury issued its first publidy-available monthly HAMP status report — Making Home Affordable Servicer Performance 


Report — in August 2009. 

Source: Treasury. Making Home Affordable Servicer Performance Reports, July 2009 through February 2010. 

During the audit, a Treasury official estimated that there will be a total of 3 million trial modifications, of which 
1 .5 to 2 million will convert to permanent mcnJification status. 
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Other Factors That Could Impede HAMP’s Long-Term Success 

Before discussing HAMP implementation issues in more detail, other factors that could impede 
HAMP’s long-term success, irrespective of whether Treasury’s articulation of its intended goals, 
should be noted. These issues are discussed briefly below. 

• Re-defaults - In the modeling it conducted in connection with HAMP, Treasury used a 
40 percent re-default rate. In other words. Treasury has estimated that, for every 10 
mortgages that enter into HAMP modifications (trial and permanent), four of those 
homeowners will re-default and potentially be in danger of losing their homes to 
foreclosure over the five years of the modifications.'^ It is still too early to determine the 
impact of re-defaults on the program’s success or whether Treasury’s estimates are 
accurate, and SIOTARP will continue to monitor this critically important issue. 

• Limitations on debt-to-income eligibility ratio - HAMP uses an affordability ratio that 
excludes other factors that would normally be accounted for in traditional loan 
underwriting, thereby potentially overestimating the true ability of the borrowers to 
repay, which in turn will impact their ability to make modified payments in either a trial 
or a permanent modification. HAMP servicers use a monthly “front-end” debt-to-income 
eligibility ratio of 3 1 percent, consistent with a Federal Housing Administration 
underwriting guideline. In using this front-end calculation, the only debt HAMP 
servicers consider is mortgage debt'"* — the borrower’s other debts (e.g., car payments, 
student loans, credit card obligations, and second liens on the home) are not factored into 
the front-end debt-to-income calculation. Although the Federal Housing Administration 
uses a 3 1 percent front-end debt-to-income ratio when underwriting mortgages, it also 
requires lenders to consider the total debt-to-income ratio when determining whether a 
borrower qualifies for a mortgage. Both ratios must be below a designated threshold in 
order for the borrower to demonstrate his or her ability to make timely mortgage 
payments. In contrast, although HAMP servicers are required to calculate the borrower’s 
total debt-to-income ratio, high total ratios will not exclude borrowers from participating 
in HAMP. Instead, borrowers with total debt-to-income ratios greater than or equal to 55 
percent must simply sign a statement that they will work with an HUD-approved 
counselor. As a result, many HAMP participants have their monthly mortgage debt 
reduced but still have a debt-to-income ratio that may be far too high for them to be able 
to afford to continue to make monthly mortgage payments, even at the HAMP-reduced 
amounts, thereby increasing their likelihood to re-default. As of December 2009, 
borrowers with total debt-to-income ratios greater than 50 percent represented more than 
half of HAMP permanent modifications. Thirty-two percent of all borrowers holding 
HAMP permanent modifications had total debt-to-income ratios greater than 70 percent. 
This problem is exacerbated, of course, by the unacceptably high unemployment rates. 


” When a borrower re-defaults during a trial modification, he is still responsible for the difference between the 
original payments and the modified payments made during the trial modification period. 

Mortgage debt is defined as principal, interest, taxes, insurance, and homeownersVeondominium association fees 
for HAMP purposes. This excludes second lien mortgage debt 
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which will potentially increase household debt and could have a dramatic impact on re- 
dcfault rates. 

• Five-year period of permanent modifications - HAMP’s permanent modification is 
designed to last for five years. Treasury based the five year period on “analysis used to 
determine a reasonable time irame for price recovery, including review of future prices, a 
statistical analysis of the steepness of actual price declines, consideration of broader 
macroeconomic forecasts, experiences of other modification programs, and judgment.” 
Unlike a traditional fixed-rate mortgage, if the interest rate on a HAMP modification is 
adjusted to below prevailing market rates, after the five-year fixed period, the rate can 
incrementally increase by up to one percent per year, capped at the 30-year conforming 
fixed rate*^ on the day the modification agreement is drafted. Borrowers, however, may 
be unable to meet the increasing monthly payments once the interest rate begins to 
increase if the borrower’s income has not increased commensurate with the interest rate 
adjustments, a situation that led to widespread defaults for sub-prime adjustable rate 
mortgages during the current financial crisis. Using the HAMP average unpaid principal 
balance of $247,149 (as of November 2009) and average remaining term of 327 months, 
a borrower with a two percent modification interest rate will face a monthly payment that 
is 23 percent higher in the fourth year after the permanent modification period if the rate 
is incrementally increased by one percentage point annually. However, current 
projections suggest that salaries may not increase by a corresponding rate. 

• Second liens - Treasury has estimated that up to 50 percent of mortgages at risk of 
delinquency and foreclosure are backed by second liens. Although borrowers may 
receive a HAMP permanent modification on their first lien, the total monthly mortgage 
payment might still be unaffordable if the second lien is not modified or extinguished. 
Under the second lien program, when a borrower’s first lien is modified under HAMP 
and the servicer of the second lien is a HAMP participant,'^ that servicer must offer 
either to modify the borrower’s second lien according to a defined protocol or to accept a 
lump sum payment from Treasury in exchange for full extinguishment of the second lien. 
The second lien program follows a standard waterfall similar to HAMP’s first lien 
program. Servicers can begin immediately to modify or extinguish loans under the 
second lien program, once they sign Servicer Participation Agreements to participate in 
the program. The second lien program has not been fully implemented, although it was 
announced in April 2009 and designed to work in tandem with HAMP. Participation to 
date has been extremely limited, but with the recent signing of Bank of America, Wells 
Fargo, and JPMorgan Chase, it is improving. 

• Negative equity and strategic defaults - Negative equity results when more is owed on 
a property than the property is worth. HAMP does not require servicers to address 


This rate represents the fixed interest rate on a 30-year loan that has a principal balance less than the maximum 
principal amount of mortgage which Fannie Mae and Freddie Mac can purchase, sell, and securitize. For 
example, a mortgage that was modified on January 7, 2010, would be capped at 5.09 percent. 

A servicer must execute a Servicer Participation Agreement or amend and restate an existing Servicer 
Participation Agreement previously executed for HAMP to participate in the HAMP Second Lien Modification 
Program. 
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negative equity, which an industry expert has called the “most important predictor of 
default.” It is estimated that homeowners who have negative equity (currently 
constituting about 25 percent of all borrowers nationwide) represent almost half of all 
foreclosures. During the course of our audit work, SIGTARP was not able to obtain 
documentation to support the different estimates as to the weighted average of the 
combined mortgage loan amounts compared to the home’s value for all borrowers in 
HAMP trial modifications, but the numbers all indicate that the average HAMP mortgage 
is underwater. For example, Fannie Mae reported to SIGTARP that the ratio was 247 
percent through November 2009, which Treasury has “corrected” to 140 percent. 
Treasury currently estimates that the ratio is 1 14 percent, 

o The primaiy method of quickly addressing negative equity is through principal 
reductions. However, Treasury Secretary Geithner testified during the December 
10, 2009 Congressional Oversight Panel hearing that Treasury made a “conscious 
choice . , , not to start [HAMP] with principal reductions.” He stated it was 
determined that principal reductions were “more expensive for taxpayers,” 

“harder to justify,” and had a higher “risk of unfairness.” Principal reduction is a 
long-term means of making payments affordable, but can pose moral hazard.'® In 
this context, borrowers who are current on their mortgages may consciously 
choose to stop paying their mortgage if they are aware that delinquent borrowers 
receive incentives and financial assistance under HAMP. 

o The practice of a borrower choosing to default on the mortgage, even when he or 
she can afford the payments, is called strategic default. Strategic default usually 
occurs when the home’s value is substantially lower than the mortgage value. 
Although relatively common in commercial real estate, it has been widely 
reported that homeowners may be increasingly more likely to strategically default 
on their homes. Given the amount of negative equity in the mortgages under trial 
modifications, strategic default may become a factor in HAMP re-defaults, as 
borrowers decide that it makes more economic sense for them to walk away from 
their mortgages, and rent at a lower cost, rather than continue to make higher 
payments that may never result in them obtaining equity in their mortgage. 


HAMP allows principal reduction, but it is not typically implemented in practice. Servicers forgave principal on 
less than two percent of HAMP trial loans. Before HAMP, 10 percent of .servicer-sponsored modifications 
forgave principal. Rather than forgiving principal, HAMP primarily reduces monthly payments through interest 
rate reductions, amortization term extensions, and principal forbearance. On February 19, 2010, however, the 
Administration announced a new initiative to help the housing markets that have experienced 20 percent or more 
average home price decreases. The program allocates $1.5 billion of TARP funds fora limited number of states’ 
housing finance agencies to address housing priorities in the local markets. The state agencies will submit 
proposals to Treasury for approval before Treasury funds the programs. The proposals may include measures for 
unemployed homeowners, assistance to borrowers owing more than their home is now worth, help to address 
challenge.s arising from second mortgages, or other programs encouraging sustainable and affordable 
homcownership. Until the states submit proposals, it is unclear whether any or all of the programs will include 
the items discussed above. 

Combined loan-to-value ratio compares the value of all outstanding mortgages on the home to the home’s value. 
Moral hazard occurs when someone insulated against a risk (such as in the context of a government bailout 
program) may behave differently than if they bore the full risk. 
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Several Issues Relating to HAMP 
Implementation Have Posed Challenges to 
HAMP Participation, in Particular to Converting 
Trial Modifications into Permanent 
Modifications 


This section describes how Treasury has implemented HAMP and some of the program 
challenges that have been encountered. 


When HAMP was announced in February 2009, Treasury committed to implement the program 
rapidly, with Treasury Secretary Geithner stating that HAMP would work at an “extraordinarily 
rapid pace for a program.” As promised, the program was rolled out quickly, with initial 
program guidelines released in March 2009 and the first agreements with servicers being 
executed in April. In July, Treasury also placed pressure on servicers to move more quickly and 
instituted a goal of 500,000 trial modifications by November. Although that goal was met, by 
November it became clear that the pace of conversions from trial modifications to permanent 
modifications was slower than expected, and Treasury’s Assistant Secretary for Financial 
Stability stated that the department was “disappointed in the permanent modification results thus 
far,” Treasury has blamed servicers for this disappointing result; servicers have blamed 
Treasury’s implementation; and both have blamed homeowners for failing to comply with 
documentation requirements. 


Steps Treasury Took to Implement HAMP 

Treasury attempted to get HAMP mnning rapidly. President Obama announced the Homeowner 
Affordability and Stability Plan, of which HAMP was a major component, on February 1 8, 2009. 
Fourteen days later, the Administration and Treasury released what they called “detailed 
requirements” that they indicated would equip servicers with the information necessary to begin 
modifying mortgages. Fifteen days after that. Treasury launched the Making Home Affordable 
Web site, an online resource intended to educate borrowers about HAMP. On April 6, 2009, 
Treasury issued its first supplemental directive containing additional guidance to servicers for 
implementation of HAMP for privately-owned mortgages. One week later, on April 13, 2009, 
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the first six servicers signed servicer participation agreements, making them eligible to modify 
loans under HAMP.^° 

In July, Treasury took a series of steps to accelerate the pace of HAMP participation. 

• On July 9, 2009, Treasury Secretary Geithner and HUD Secretary Donovan wrote the 
Chief Executive Officers of participating servicers calling upon them to redouble their 
efforts to increase staffing, improve borrower response times and streamline the 
application process. 

• On July 28, 2009, Treasury, HUD and other government officials met with senior 
officials from servicers participating in HAMP to discuss ways in which to accelerate the 
program and bring relief to homeowners faster. At that meeting, steps were announced to 
improve the program’s performance, including reporting on performance on a servicer- 
by-servicer basis, the development of performance metrics, and that Freddie Mac, in its 
role as the program’s compliance agent, would take a “second-look” at a sample of 
modifications. 

• The Administration announced a goal to reach 500,000 trial modifications by November 
1,2009. 

The goal of 500,000 trial modifications was met by early October. By then, however, it was 
becoming clear that the rate of conversion from trial modifications to permanent modifications 
was very slow. Through the end of October, there were more than 650,000 active trial 
modifications, but Treasury had not disclosed the number of permanent modifications in its 
monthly Servicer Performance Report through November 1 , 2009. 

The slow pace of conversions from trial modifications to permanent modifications prompted 
Treasury and HUD to undertake a “conversion drive” in November 2009. According to public 
statements by Trea.sury, servicers had, up to that point, “not done a good enough job of bringing 
people a permanent modification solution” and needed “to do better.”^' The conversion drive 
included similar measures as in the earlier drive to increase trial modifications, including putting 
pressure on the servicers by making results public. The initial announcement included: 

• publicly reporting conversion rates by servicer 

• regular communications with the servicers and reporting by the servicers on conversions 

• the deployment of conversion “SWAT” teams to assist the largest servicers 

• engagement with key state and local groups in an outreach campaign 


Beginning in April and May of 2009, Treasury aitempted to expand homeowner relief and increase modification 
affordability programs that were complementary to HAMP or that provided alternative relief, announcing the 
Second Lien Modification Program, foreclosure alternatives such as deed~in-lieu and short sale, and the Home 
Price Decline Proleclion Incentive. It took Treasury another three months until it announced program details, 
however, and another five months after that until the first servicer signed a contract to participate in the Second 
Lien Modification Program in late January 2010. 

For their part, servicers stated that a lack of guidance from Treasury and constantly changing program guidelines 
were challenges to implementing HAMP. 
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On January 28, 2010, Treasury announced that it would require servicers to obtain verifiable 
income documentation prior to trial modification, beginning with borrowers entering trial 
modifications after April 15, 2010. 

Figure 3 is a timeline of several key H AMP implementation milestones from the announcement 
of the program through February 2010. 


Figure 3 — Key HAMP implementation Milestones (February 18, 2009 through 
February 2010) 


2/1/2009 

3/1/2009 : 

4/1/2009 - 


2/18/2009 

President Obama announces Homeowners Affordability and Stability Plan 

3/4/2009 

Guidelines to enable modifications under Homeowners Affordability and Stability Plan are announced 

“X 3/19/2009 

New consumer Website for responsible homeowners seeking relief launched 


A 


The first six servicers sign an Servicer Participation Agreement making them 
\ eligible to modify loans under HAMP 

\ 4/28/2009 

New details on Second Lien Program announced 
6/26/2009 

Obama Administration to launch national outreach campaign in support of MHA 


7/28/2009 

Administration, servicers commit to faster relief for struggling homeowners through loan modifications 

^ 8/14/2009 

Second Lien Modification Program details announced 


11/6/2009 

^ eSignatures now accepted for HAMP loan modification documents 


11/30/2009 

Obama Administration kicks off mortgage modification conversion drive and 
new program offers borrowers foreclosure alternatives 

i/28/2010 

Verified income required for trial plan offers after April 15. 2010 


Source: SIGTARP analysis of Treasury Press Releases and Supplemental Directives. 
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Difficulties Encountered in Implementing HAMP 


Although the reasons for the disappointing results thus far are many, discussions with Treasury, 
the GSEs, and the servicers, and an analysis of performance data have identified several specific 
issues concerning HAMP implementation that have posed particular challenges. 


Changing Documentation Requirements 

Receiving required documentation from borrowers has been a significant challenge in moving 
trial modifications into permanent status. Treasury has identified this as a significant challenge, 
and servicers have reported difficulties in obtaining borrowers’ income documentation. These 
views have been borne out by the data. Of the 375,000 trial modifications targeted for 
conversion in November, a majority had incomplete documentation and 20 percent had supplied 
no documentation at all. 

Treasury has changed the standards for what documents are required and whether trial 
modifications can be entered into before such documentation is provided since the program was 
rolled out. Table 4 tracks the changes in what documents have been required for borrowers to 
verify income. 


Table 4 — Changes in HAMP Income Documentation Requirements 


Date 

Change Descriolion 

Documentation Requirements and Changes 

3/4/2009 

Treasury’s initial program guidelines 
stated that a servicer may accept 
either documented or verbal income 
from the borrower to determine 
wheWier a borrower is eligible for a 
trial modification. 

• Signed Forni 4506-T 

• Two most recent paystubs for wage earners, and other third 
party document of reasonable reliability for self-employed 

• Representation that Ihe borrower does not have sufficient liquid 
assets to make monthly payments 

• Obtaining most recent tax return on file 

4/612009 

Supplemental Directive 09-01 
provided acklitional detail as to what 
kinds of documentation would be 
deemed suffitient before 
conversion to a permanent 
modification. 

If bCMTOwer is employed; 

• A signed copy of most recently filed federal tax return 

• A signed Form 4506-T 

• Copies of two most recent paystubs indicating year-to-date 
earnings 

• A letter from a reliable third party for all bonuses, commissic^s. 
fees, housing allowances, tips and overtime. 

If self-employed; 

• A signed copy of most recently filed federal tax return 

• A signed Form 4506-T 

• Most recent quarterly year-to-date profit/ioss statement 

• Other third party reliable documentation voluntarily provided 

If borrower uses alimony or child support; 

• Photocopy of divorce decree or other legal written assignment 
providing for payment of alimony, and documentation of 
payment. Servicers must determine that income will continue 
fOT three years. 

If torrower uses benefit income (such as social security); 
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• Ctocumentation showing amount of benefit, frequency and 
duration (must continue for three years). 

• Must obtain copies of signed federal tax returns, W-2 fonns or 
copi^ of bwo most recent bank statements. 

If borrcwer receives public assistance or unemployment: 

• Documentafion showing amount, frequency and duration. 
Serwcers must determine the income wll continue for nine 
mwitas. 

If bCOTOwer uses Renta! income; 

• S^ned Federal income tax returns including Sdiedule E, 
supplemental income and loss. Tbis income will be counted at 

75 percent. 

7/6/2009 

Treasury’s Supplemental Directive 
09-03 announced that the servicer 
should begin trial modification 
period reporting once the servicer 
receives the borrower's first trial 
period payment regardless of 
whether the servicer has received 
an executed copy of the trial period 
plan. 

Same documentation requirements as Supplemental Directive 09-01 , but 
borrower may be put into trial period without the executed copy of the trial 
perkxif^. 

10/8/2009 

Treasury’s Supplemental Directive 
09-07 represents an ongoing effort 
to improve process efficiency by 
updating the borrower underwriting 
requirements by permitting 
“altemative” foims of income 
verification before conversion to a 
permanent modification and 
introducing revised model 
documentation for the program. 

Servicers can still put a borrower into a trial period with stated income, 
but the income documentation collection now includes; 

• Signed Fonm 4506-T 

• Those In imminent default may. in accordance with investor 
gutd^ines, be required to provide the most recent signed copy 
of their federal income taxes. All other borrowers may. but are 
not required to submit. 

• Copies of two most recent paystubs with year-to-date earnings 
tf self-employed; 

• The most recent quarterly or year-to-date profit and loss 
statement 

If borrower earns “other" income; 

• Reliable third party documentation describing nature of income 

If borrower uses alimony, separation maintenance, or child support 
income: 

• Copy of divorce decree, or other legal written assignment 
providing for payment of alimony or child support and duration of 
payment. 

• Evidence of receipt of payment, such as bank statements with 
anrount of payment 

If borrower receives public assistance or unemployment; 

• Evidence of amount, frequency and duration of the benefits, 
vibich must continue for nine months. 

If borrower uses rental income: 

• Signed Federal Income tax returns including Schedule E. 
supplemental income and loss. This income will be counted at 

75 percent. 

If borrower uses benefit income (such as social security): 

• Evidence of amount and frequency of benefit 

• Evidence of receipt of payment 

All passive and non-wage income (including rental, part-time 
emplo^ent, bonusrtip, investment and benefit income) does not have to 
be documented if borrower declares tae income and it constitutes less 
than 20 percent of total income. 

1/28/2010 

Treasury’s Suppiementa! Directive 
10-01 requires ^11 verification of 
borrower eligibility after April 1 5, 

2010, induding documented 
verification of income, prior to 
offering a trial period plan. 

A servicer may only evaluate a borrower for HAMP after it receives; 
Request for Modification and Affidavit Forni, Form 4506-T or 4506T-EZ 
and evidence of income, induding: 

• Cc^ies of two recent paystubs which do not have to be 
cwisecutive. 

• The most recent quarterly or year-to-date profit and loss 
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I statemenl for seif employed 

• Reli^te foird party documentation describing nature of income 
few all iXN^uses, commissions, fees, housing allowances, tips 

and overSme. 

!f bomwver earns benefit lna>me (such as social security): 

• Evidence of amount and frequency of benefit 

• Rec8i{^ of payment, such as bank statements shovwng deposit 
an%)unts. 

!f boiTOwer receives unemployment: 

• Evidence of anrount, frequency and duration of the benefits, 
v^ich must cemtinue for nine months. 

If bewTOwer Rental income: 

• Signed Federal income tax returns which include Schedule E, 
supplemental income and loss. This inowne will be counted at 
75 percent. 

If bCMTower uses alimony, separation maintenance, and c^ild support 
income: 

• Copy of divorce decree, or other legal written assignment 
providing for payment of alimony or child support and duration of 
payment. 

• Evidence of receipt of payment, such as bank statements with 
amount of payment 

All passive and non-wage income (including rental, part-time 
employment, bonus/tip, investment and benefit income) does not have to 
be documented if borrower declares income and it constitutes less than 
20 percent of total Income. 

Non-borrower income voluntarily provided may be included if the servicer 
decides the income can be relied upon to continue. 

The directive permits servicers to substitute their “business judgment" In 
determining the forms of verification necessary to convert a trial 

modification to permanent status, 

Source; SIGTARP analysis of Treasury program guidelines. 


All five of the servicers interviewed in connection with this audit have identified problems of 
one sort or another that they have experienced due to repeated changes in program guidelines. 
One servicer in particular noted that it changed from offering only fully documented trial 
modifications to verbal modifications after Treasury threatened to make examples of servicers 
with low trial modification numbers.^^ Servicers have reported, among other things, that: 

• repeated changes to program guidelines have made it difficult for servicers’ operators to 
keep up with program rules; 

• verbal modifications have allowed borrowers to obtain trial modifications due to 
misrepresentations, and identifying borrowers who have misrepresented their eligibility is 
difficult and resource intensive; and 

• borrowers might be gaming the system by withholding required documents, (and thereby 
avoiding to have to make payments until the end of the trial period and still avoid 
foreclosure), and that some borrowers might be withholding documents to avoid 
disclosing misrepresentations on their original loan applications. 


Other servicers have noted issues relating to Treasury's drive in July 2009 to increase the rate of trial 
modifications. One servicer found the meeting on July 28, 2009, as not helpful and just a forum for Treasury to 
tout publicly its goal of .500,000 modifications. Another complained that several servicers were made examples of 
for the sake of providing a certain public perspective about Treasury’s oversight of the program. 
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On balance, although Treasury’s attempt to increase HAMP participation in July was certainly a 
laudable goal, Treasury’s decision to permit trial modifications without documentation appears 
to have been made in error, and the diversion of resources it has created appears to have slowed 
the conversions to permanent modifications. Apparently recognizing this error Treasury has 
changed the rule requiring full documentation in advance of trial modifications initiated after 
April 15,2010. 


Repeated Changes and Clarifications in Net Present Value Models 

Repeated changes in the net present value test methodology have also caused confusion and 
delay in implementing HAMP. As described above, after determining that a loan meets basic 
eligibility requirements, a servicer will undertake a net present value test to determine whether it 
is economically advantageous to the investor for the loan to be modified rather than allowing the 
loan to continue to foreclosure. Several loan characteristics are input to Treasury’s net present 
value model, with a resulting positive or negative numeric value. These inputs include but are 
not limited to the location of the home, value of mortgage, homeowner’s credit score, front-end 
debt-to-income ratio, and delinquency status. The HAMP program provides a net present value 
model on the www.hmpadmin.com portal that is available for servicers to use to evaluate loans 
for modification. According to Treasury, the portal net present value model is automatically 
updated to reflect data and program changes and requires no servicer support. 

Since HAMP’s initial roll-out. Treasury has issued changes or clarified model policies for the net 
present value methodology several times. Indeed, since the model parameters were first released 
on March 4, 2009, Treasury has issued changes or clarifications to the model nine limes; April 
6, 2009; June 11, 2009; July 9, 2009; July 31, 2009; August 7, 2009; September 1 1, 2009; 
November 3, 2009; November 10, 2009; and January 28, 2010. Thus far, according to Treasury, 
there have been three different formal versions of the model.^^ Appendix C contains a chart 
describing these changes and clarifications in the net present value methodology. 

All five of the servicers interviewed in connection with this audit identified significant issues 
with the net present value modeling and in particular with the multiple changes over time in the 
model. “ Issues identified included; problems in accessing the model at all, particularly early in 
the process; problems in getting documentation concerning the model; errors in the model; 
insufficient time to incorporate changes into the model for servicers not using Treasury’s online 
version of the model; a lack of guidance and confusion with respect to retroactive application of 
changes to the model; and inconsistencies between the model code and the written guidance. 

One servicer opined that the problems and changes to the net present value test effectively 
doubled the effort needed to administer the test. Another stated that Treasury’s failure to provide 
guidance on net present value issues resulted in delays in initiating trial modifications and 
negative public scrutiny due to such delays. 


In commenting on a draft of this report. Fannie Mae stated there have been four model versions. 

Large .servicers — those with a book exceeding S40 billion — may customize the base model to use modeled 
default rates that reflect their own portfolio experience. 
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Gtudance on Other HA MP Implementation Issues 

All five HAMP servicers visited by SIGTARP during this audit mentioned that they did not have 
clear guidance from Treasury on identifying and determining eligibility for borrowers at 
imminent risk of defaulting on their privately-owned mortgages. Treasury’s frequently asked 
questions regarding HAMP, published on its administrative Web site for servicers (updated on 
January 8, 2010) stated that “no additional guidance is being provided at this time with respect to 
determining whether a non-GSE [or privately-owned] loan is in imminent default under HAMP.” 
Treasury has advised servicers that they may, but are not required to use GSE guidance^* on 
borrowers at risk of imminent default on their privately-owned mortgages for HAMP. However, 
without consistent and clear standards, it is possible that servicers will apply inconsistent criteria 
for modifying mortgages of borrowers at imminent risk of default on privately-owned mortgages 
or may even exclude borrowers who would otherwise qualify if the guidance were available. 

Indeed, it has been widely reported that servicers have told borrowers that they must be 
delinquent to be eligible for HAMP, which is simply untrue, the whole concept of imminent 
default presumes that the borrower is current on his payments. Similarly, only two of the five 
servicers visited by SIGTARP reported that they had integrated Hope for Homeowners as an 
option for borrowers.^’’ HAMP requires servicers to consider borrowers for the Hope for 
Homeowners refinance program as they offer modification solutions to borrowers. One of the 
servicers stated that Treasury promised additional details on how to integrate Hope for 
Homeowners but the infonnation was still forthcoming. Without providing guidance on how to 
integrate Hope for Homeowners, borrowers may encounter inconsistent experiences based on 
their servicer and, in some cases, may not be offered a program that would assist them. 


Servicer Capacity and Training Issues 

Traditionally, the primary role of a servicer is to collect monthly mortgage payments and to 
foreclose on properties when such payments are missed. In HAMP, in addition to collecting 
monthly mortgage payments, servicers now must train personnel to follow the program 
guidelines in determining a borrower’s eligibility, execute the program’s modification waterfall, 
run the latest version of the net present value model, and verify income. Indeed, the servicers 
reported rapid increases in their staffing levels. These new personnel also needed training to 
implement HAMP, which likely increased the lead time to offer HAMP modifications. As an 
example, one servicer had not completed formal training as of our September 2009 visit, with the 


On January 26, 2010, Freddie Mac issued updated guidance for servicers with respect to the income 
documentation and verification requirements for borrowers with Freddie Mac mortgages who must be evaluated 
tor imminent default, Fannie Mae instructed its servicers on February 1 , 2010, to use Freddie Mac’s tool to 
identily imminent default borrowers with Fannie Mae mortgages. Imminent default borrowers will now be 
screened by the GSE.S when they are current or less than 60 days delinquent to align with privately-owned 
mortgages under Treasury’s HAMP guidelines. 

The Economic and Housing Recovery Act of 2008 authorized HUD to implement the Hope for Homeowirers 
Program, which gives banks and homeowners the option to ward off foreclosure by refinancing their at risk 
mortgages into 30-or 40-ycar fixed mortgages. The program was announced October 1 , 2008, and ends 
September 30, 201 1 . 
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servicer indicating staff was not scheduled to attend training until the month following our visit. 
It is important for personnel to have the proper training to reinforce consistency in the execution 
of those modifications. Despite the importance to the program’s success, all five servicers 
interviewed by SIGTARP in connection with the audit reported that they had received no formal 
guidance from Treasury on how to train their personnel to handle HAMP modification requests. 

Beyond difficulties in properly training personnel, handling the ever changing documentation 
requirements also challenged servicers’ capacity to handle borrower inquiries and applications. 
One servicer reported that HAMP’s quick roll-out forced it to rely on a vendor to coordinate the 
tracking of borrower documentation upon receipt. Officials said the handling between vendor 
employees and servicer employees had caused inconsistencies in storage procedures, resulting in 
the loss of borrower documentation, a problem that has been widely reported. Another servicer 
called capacity to process modifications a “key constraint.’’ 


Issues Relating to HAMP Marketing Efforts 

To date, Treasury has used three primary methods to market HAMP to the public: an 
informational Web site, community outreach events, and a telephone hotline. 

• According to Treasury, its largest outreach effort is the Making Home Affordable Web 
site, www. makinghomeaf f ordable.gov . Launched in March 2009, the Web site provides 
a centralized online resource for borrowers to leant about HAMP. The site includes, 
among other things, a tool for borrowers to help them determine whether or not they are 
eligible for HAMP, a loan look-up feature, which helps borrowers determine whether or 
not their loans are owned by GSEs, and a listing of the documentation needed to apply 
for a modification. Treasury also recently added video guides and other tools to assist in 
converting more trial modifications to permanent status. 

• Treasury participates in community outreach events, with events taking place thus far in 
23 U.S. cities hit hardest by foreclosures. The events provide for face-to-face interaction 
among borrowers, servicers and housing counselors. 

• Treasury, through the help of Fannie Mae, provides a telephone resource, the 
Homeowner’s HOPE Hotline. Fannie Mae officials approached the non-profit 
Homeownership Preservation Foundation to operate a 24 hours-a-day, seven days-a-week 
MHA informational hotline, available in English, Spanish, and other languages upon 
request. The Homeownership Preservation Foundation assumed this role for the 
Homeowner’s HOPE Hotline in May 2009 and, as of the end of February, has recorded 
more than 800,000 calls, for which 95 percent related to HAMP. 

As program administrator, Fannie Mae has provided an outreach toolkit with sample marketing 
materials on a Web site available to participating servicers (those which have signed a Servicer 
Participation Agreement). Treasury officials pointed to the toolkit as HAMP marketing 
guidelines and said they also provided the materials to members of Congress for provision to 
their constituents. 
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Notwithstanding these efforts, each of the five servicers we visited indicated more guidance was 
needed to develop HAMP marketing materials to better inform the public about HAMP. There 
was lack of a consistent message that resulted in confusion among some borrowers. Based on 
the servicer interviews, interviews of Treasury and GSE officials, and a review of program 
materials, SIGTARP has identified several limitations in the HAMP marketing and outreach 
efforts thus far. 

• Performance metrics are limited. Although Treasury does count the use of the 
marketing efforts it does make — by tracking hits to its website, how many people come 
to its outreach events, and how many calls to its hotline — Treasury thus tar has not tried 
to comprehensively gauge whether HAMP information is reaching its target audience 
(homeowners in trouble) effectively. As a result, it is impossible to gauge the effects of 
these efforts because Treasury has not developed a comprehensive way, through focus 
groups or more wide-ranging surveys beyond its outreach events, for example, to 
measure whether its efforts have been successful. 

• Treasury’s efforts to use mass media advertising have been delayed and will not 
begin until at least April 2010. It has taken Treasury more than a year to develop its 
own public service announcements^’ for television, the medium with arguably the best 
chance of reaching the broadest audience. After a series of delays, the first such 
broadcast media spots are not scheduled to occur until at least April, a year after 
modifications could begin. Putting aside whether there are homeowners who could have 
been helped had knowledge of HAMP been broader, the lack of basic understanding 
about the program has sown confusion. For example, one servicer reported that its 
operators repeatedly had to deal with the fact that many borrowers believed that the 
program was available to everyone. If Treasury were to launch its own public service 
announcement, it would also provide a broad opportunity to educate the public about 
foreclosure rescue scams. SIGTARP recognizes that Treasury’s Web site and borrower 
outreach events present warning information regarding this type of fraud. However, 
SIGTARP alone has opened more than two dozen investigations into this type of 
fraudulent behavior, and television public service announcements could better educate 
the public of the dangers of these frauds. 

• Treasury is not providing oversight of servicers’ marketing and outreach efforts. 

Treasury does not collect any information regarding servicers’ marketing efforts. It also 
cannot ensure the integrity of information disseminated to the public about HAMP, as 
officials do not conduct oversight of HAMP marketing materials and say they have no 
plans to do so in the future. An official at Treasury’s Homeownership Preservation 
Office told us the office is not monitoring the marketing or methods servicers use to 
solicit borrowers and inform them about HAMP. Moreover, the official told us Treasury 
does not intend to monitor HAMP materials dis,seminated by servicers in the future, 
including content on servicers’ Web sites. According to Treasury’s Homeownership 
Preservation Office, it does not view marketing inconsistency or content variation as a 


Treasury slated it incorporated references to the Homeowners’ HOPE Hotline and the MHA website into an 
existing NeighborWorks America video, which was distributed in December by the Ad Council. 
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problem that warrants oversight efforts. But, as of November 4, 2009, less than half of 
the participating servicers’ Web sites contained information specific to HAMP,^* only a 
little more than one third of the servicers’ websites provided a link to the Making Home 
Affordable Web site, and only 15 provided borrowers warning information about 
foreclosure rescue scams. 


“ At the time of our analysis on November 4, 2009, 71 servicers had signed HAMP servicer participation 
agreements. 
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Conclusions and Recommendations 


Any examination of whether a go vernment program is being implemented successfully must 
have in mind, at least as an initial frame of reference, what the stated purpose of the program was 
and whether the agency’s goals for the program are being met. Unfortunately, in the case of 
HAMP, even this starting point is less than straightforward. 

When HAMP was launched in the first few months of 2009, Treasury justified the program by 
stating that the program would “help up to 3 to 4 million at-risk homeowners avoid foreclosure,” 
and that it would do so “by reducing monthly payments to sustainable levels.” Notwithstanding 
this laudable aspiration that the program would actually help 3 to 4 million homeowners avoid 
foreclosure. Treasury has stated that the 3 to 4 million homeowner goal is not tied to how many 
homeowners actually receive sustainable relief and avoid foreclosure, but rather that 3 to 4 
million homeowners will receive offers for a trial modification. Treasury’s focus on how many 
offers are given out for trial modifications — without setting goals for how many of those offers 
result in trial modifications or how many of the resulting trial modifications become permanent 
and thus actually attain the aspiration of helping homeowners avoid foreclosure and stay in their 
homes for a meaningful period of time — raises issues for how the program was justified and 
how Treasury is now measuring its progress. 

First, defining success by how many offers are given can reasonably be perceived as essentially 
meaningless. As an extreme example. Treasury could reach, even exceed, its goal with only 
assisting few homeowners: if offers were given to four million at-risk homeowners, but only a 
very few accept that offer — because the homeowner is hopelessly underwater, because even the 
reduced payments are unaffordable, because the homeowner does not understand the tenns well 
enough to take action, or for any other reason — few would be helped and the program would be 
an abject failure, despite meeting Treasury’s stated goal. To be meaningful. Treasury’s goal for 
HAMP must relate to how many people are helped to avoid foreclosure; because offers standing 
alone do not actually assist homeowners, it is simply not a useful measure. 

Second, even if Treasury’s goal were construed to measure how many trial modifications were 
started, that measure too would not be terribly illuminating. Experience thus far has shown that a 
substantial number of homeowners entering trial modifications never convert to permanent 
modifications, and a Treasury official informed SIGTARP that it is expected that only 50 percent 
to 66 percent of the estimated tluee million trial modifications will convert to permanent status. 
Although borrowers in trial modifications delay foreclosure and enjoy lowered monthly 
payments during the several months of the trial period, those benefits go away (and the 
difference between the original payment amount and the reduced trial payment amount is still 
owed) if the borrower fails to progress to a permanent modification. Indeed, there is an 
argument to be made that borrowers who enter trial modifications who do not get permanent 
modifications are actually harmed by the program because they end up making several additional 
mortgage payments (money that they could use to secure alternative, more affordable housing) 
and face foreclosure anyway. 
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Plainly, the goal that should be developed and tracked is how many permanent modifications 
HAMP generates that help homeowners avoid foreclosure and stay in their homes. On that front, 
a year into the program, although more than a million trial modifications have been initiated, the 
number of conversions to active permanent modifications thus far, 168,708, has been, even 
according to Treasury, “disappointing.” Indeed, a Treasury official’s estimate for how many 
permanent modifications will result from HAMP — 1 .5 to 2 million over the course of the four- 
year program — is a small fraction of how many foreclosures are expected to occur during that 
period. Approximately 2.8 million homeowners received foreclosure filings just in 2009, and 
millions more are expected in 2010, with some estimates predicting that the number will eclipse 
the already staggering 2009 number. It is the current estimated number of permanent 
modifications, which would average between 500,000 and 667,000 permanent modifications in 
the remaining three years of the program, and not Treasury’s still repeated 3 to 4 million figure, 
that should inform the debate on whether HAMP is worth the considerable time and resources 
that are being expended or whether the program needs to be revamped to actually help more at- 
risk borrowers. Transparency and accountability demand that Treasury establishes goals that are 
meaningful, and that it report its progress in meeting such meaningful goals on a monthly basis. 
Continuing to frame HAMP’s success around the number of “offers” extended is simply not 
sufficient. 

Turning from goals to implementation, there are several reasons for the disappointing results thus 
far, and the participants in the program have pointed fingers at one another; Treasury has 
blamed the mortgage servicers for not doing enough to move borrowers into permanent 
modifications; the servicers have blamed Treasury for a lack of guidance and ever-changing 
program rules; and both Treasury and the servicers have blamed borrowers for failing to submit 
required documentation in a timely manner. This audit, which focuses only on Treasury’s 
performance, has identified several issues with Treasury’s implementation of HAMP that have 
negatively affected HAMP’s success thus far: 

Repeated changes to program guidelines caused confusion and delay . Treasury attempted to 
rollout HAMP as fast as possible and made substantial progress in meeting its servicer 
participation goals in a short period of time; the program was announced in February 2009; the 
initial program guidelines were released in March 2009; and the first servicers signed agreements 
in April 2009. Program rules had not been fully developed, however, by the time the program 
began, and Treasury has had to revise guidelines repeatedly, often causing confusion and delay. 
The rules relating to what documents are required to be submitted by borrowers, for example, 
have been changed and/or clarified multiple times since the initial rules were released in March 
2009, and the net present value test model and related guidance has been changed or clarified 
nine times, prompting one servicer to estimate that the model changes doubled the amount of 
time that it took to administer the test. Although Treasury’s desire to launch the program as soon 
as possible was laudable, and some changes to a program as complex as HAMP are inevitable, 
taking more time at the outset to adequately plan and test HAMP procedures, in the long ran, 
may have resulted in more perraanent modifications faster, and with fewer complications, than 
what has occurred. 
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Permitting unverified verbal modifications was counteroroductive . In July 2009, the 
Administration set a target of reaching 500,000 trial modifications by November 2009, and 
Treasury imdertook several steps to speed up the pace of trial modifications to meet that target, 
including expanding outreach efforts and pressuring servicers by publicly reporting results on a 
servicer-by-servicer basis. 

Although the trial modification target was reached as a result, it is now clear that permitting trial 
modifications without document verification was a mistake that, among other things, has 
contributed to the slow pace of converting trial modifications into permanent modifications since 
then, and may have arguably caused actual harm to homeowners placed into trial modifications 
that had no chance of becoming permanent. The resulting increase in trial modifications has 
created a large backlog of trial modifications that includes many borrowers who may never 
provide the required documentation. Servicers have reported that weeding out ineligible 
borrowers amongst those who entered the program through verbal information is very resource 
intensive, monopolizing scarce resources that could have been used to process the completed 
written applications of eligible borrowers. Treasury has recognized this error and has changed 
the rule for all trial modifications initiated after April 15, 2010. 

Marketing efforts concerning HAMP have been limited . To date, Treasury has used three 
primary methods to market HAMP to the public: an informational Web site, community 
outreach events, and a telephone hotline. As program administrator, Fannie Mae also provides 
an outreach toolkit with sample marketing materials on a Web site available to participating 
servicers. Several limitations in the marketing efforts thus far have been identified: 

• Servicers have indicated that more guidance was needed to develop HAMP marketing 
materials to better inform the public about the program, resulting thus far in a lack of a 
consistent message and confusion among some borrowers. 

t Although Treasury does count the use of its marketing efforts — by tracking hits to its 
Web site, how many people come to its outreach events, and how many call its hotline — 
Treasury thus far has not tried to comprehensively gauge whether HAMP information is 
reaching its target audience (homeowners in trouble) effectively. 

• Treasury does not collect any information regarding servicers’ marketing efforts and thus 
does not know whether the servicers are attempting to provide information to the 
borrowers they service and cannot ensure the integrity of information disseminated to the 
public about HAMP. 

• It has taken Treasury more than a year to develop HAMP-spccific unique public service 
announcements for television, the medium with arguably the best chance of reaching the 
broadest audience. Putting aside whether there are homeowners who could have been 
helped had knowledge of HAMP been broader, the lack of basic understanding about the 
program has sown confusion. If Treasury were to launch its own public service 
announcements, it would also provide another opportunity to educate the public about 
foreclosure rescue scams. In the context of a media world in which non-profit groups are 
able to get television advertisements on the air within days of a natural disaster, it is 
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simply inexplicable that, when facing a tsunami-sized foreclosure crisis, Treasury has 
taken more than a year in a four-year program to simply develop — let alone broadcast 
— its own HAMP-specifio television message to reach borrowers. 

Re-defaults threaten the long-term success of the program . Even if HAMP results in the 
estimated 1.5 to 2 million permanent modifications, the program will not be a long-term success 
if large amounts of borrowers simply re-default and end up facing foreclosure anyway. Treasury 
estimates that 40 percent of the mortgages that enter into HAMP modifications (trial and 
permanent) will re-default during the program. Although, in the final analysis, it is up to the 
policy makers in the Administration and Congress to determine whether it is worth spending tens 
of billions of dollars of taxpayer funds on a program that is assumed at its outset to fail 
ultimately for 40 percent of the participants, several aspects of HAMP’s design make it 
particularly vulnerable to re-defaults; 

• Debt-to-income ratios: HAMP reduces mortgage pa 5 ments to what is deemed to be an 
affordable level, 3 1 percent of a borrower’s gross monthly income. In doing this 
calculation, however, the only debt HAMP servicers consider is mortgage debt — the 
borrower’s other debts (e.g., car payments, student loans, credit card obligations, and 
second liens on the home) are not factored into the calculation — and high total debt 
ratios will not exclude borrowers from participating in HAMP. Spending taxpayer 
resources to modify the mortgage payment of a borrower is of questionable value if the 
borrower will be unable to meet the mortgage payment anyway because of the burden of 
servicing other debts. Indeed, in certain circumstances such a borrower may be better off 
conserving funds by finding housing at a cost less than even the modified mortgage 
payment, 

• Interest rate increases after modification period: Unlike a traditional fixed-rate mortgage, 
if the interest rate on a HAMP modification is adjusted to below prevailing market rates, 
after the five-year period of the program the rate can incrementally increase by up to one 
percent per year, capped at the 30-year conforming fixed rate on the day the modification 
agreement is drafted. Borrowers, however, may be unable to meet the increasing 
monthly payments once the interest rate begins to increase to current market rates if their 
income has not increased commensurate with the interest rate adjustments. Increasing 
interest rates, of course, were one of the early drivers of the current foreclosure crisis, 
particularly as interest rates on sub-prime adjustable rate mortgages reset requiring 
payments beyond what many borrowers could afford. 

• Second liens: Treasury has estimated that up to 50 percent of mortgages at risk of 
delinquency and foreclosure are backed by second liens. Although borrowers may 
receive a HAMP permanent modification on their first lien, the total monthly mortgage 
payments might still be unaffordable if the second lien is not also modified or 
extinguished. Treasury has instituted a second lien program in which participating 
servicers must offer either to modify the borrower’s second lien according to a defined 
protocol or to accept a lump sum payment from Treasury in exchange for full 
extinguishment of the second lien. Participation to date has been extremely limited, but 
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with the recent signing of Bank of America, Wells Fargo, and JPMorgan Chase, it is 
improving. 

• Negative equity and strategic defaults: HAMP does not require servicers to address 
negative equity (i.e,, when the borrower owes more than the house is worth), which has 
been called by an industry expert the “most important predictor of default.” It is 
estimated that homeowners who have negative equity (currently constituting about 25 
percent of all borrowers nationwide) represent almost half of all foreclosures. In light of 
the amount of negative equity in the mortgages under trial modifications, resulting re- 
defaults, including strategic defaults, may be a factor as borrowers decide that it makes 
more economic sense for them to walk away from their mortgages, and rent at a lower 
cost, rather than continue to make payments that may never result in them obtaining 
equity in their home. 


Recommendations 

To improve the administration of HAMP, SIGTARP recommends that the Secretary of the 
Treasury implement the following measures: 

• Treasury needs to rectify the confusion that its own statements have caused with respect 
to its goals and expectations for HAMP. To permit informed debate on the program’s 
value and effectiveness thus far. Treasury must unambiguously and prominently disclose 
its goals and estimates (updated over time, as necessary) of how many homeowners will 
actually be helped through permanent modifications, and report monthly on its progress 
to meeting that goal. 

• Beyond just measuring modifications, Treasury should develop other performance 
metrics to measure over time the implementation and success of HAMP. For example. 
Treasury could set goals and publicly report against those goals for servicer processing 
times, modifications as a proportion of a servicer’s loans in default, modifications as a 
proportion of foreclosures generally, rates of how many borrowers fall out of the program 
prior to permanent modification, and re-default rates. Having specific goals and metrics, 
and comparing performance against those goals, will be essential in further refining the 
program and measuring its success. 

• Treasury should undertake a sustained public service campaign as soon as possible both 
to reach additional borrowers that could potentially be helped by the program and to arm 
the public with complete, accurate information about the program to avoid confusion and 
delay, and to prevent fraud and abuse. 

• Treasury should reconsider its position that allows servicers to substitute alternative 
forms of income verification based on the subjective determination by the servicer, such 
as whether such documents are “appropriate” or relying on the servicer’s “good business 
judgment consistent with the judgment employed when modifying mortgage loans held 
under their own portfolio.” Although we certainly understand Treasury’s desire to speed 
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up conversions from trial modifications into pemianent modifications, this provision is 
problematic. It will be very difficult to determine from a compliance and oversight 
perspective whether the rule is followed: to determine whether a borrower was admitted 
into a permanent modification appropriately under this provision, a compliance or 
oversight body will need to figure out what documents a particular servicer’s own 
proprietary modification system would require under the circumstances and then, given 
that system, whether acceptance of the alternative documents constitutes good business 
judgment under that system. Furthermore, because servicers have both an economic and 
reputational incentive to convert as many trial modifications to permanent modifications 
as possible, this provision seriously risks being the exception that devours the rule, with 
servicers applying loose underwriting standards to generate higher conversion rates, 
which could result in waste from taxpayer-funded modifications that will eventually re- 
default. If Treasury believes that it is appropriate to expand the forms of income 
verification that it will deem acceptable, it should do so in an open and transparent 
manner rather than simply deferring to the servicers. 

• Treasury should re-examine the program’s structure to ensure that the program is 
adequately minimizing the risk of re-default. If H AMP ends up being a foreclosure 
mitigation program that merely delays foreclosures rather than preventing them, the 
program will be of questionable value, particularly in light of the huge investment of 
taxpayer funds. A program that helps borrowers permanently avoid foreclosure is 
preferable (and far less wasteful of tax dollars) to one that merely kicks the proverbial 
foreclosure can down the road. The program as currently constituted may not adequately 
address the risk of re-defaults stemming from non-mortgage debt, from second liens on 
the property, from the partial interest rate resets after the five-year modifications end, and 
from the fact that many of the borrowers are hopelessly underwater with little hope of 
ever building equity in the home. 

In sum, one year into HAMP, although Treasury has done a considerable amount of work and 
made progress in establishing the administrative framework of the program, Treasury must 
promptly address the issues raised in this report; failure to do so could result in a lost opportunity 
to make sure that the TARP program that was specifically intended to benefit Main Street, as 
well as Wall Street, succeeds. Absent a thorough review of HAMP and its goals, the program 
risks helping few, and for the rest, merely spreading out the foreclosure crisis over the course of 
several years, at significant taxpayer expense and even at the expense of those borrowers who 
continued to struggle to make modified, but still unaffordable, mortgage payments for months 
more before succumbing to foreclosure anyway. While such spreading out of the pain may in 
some circumstances benefit the lender/investors (who may not have to immediately recognize 
losses that could accompany additional immediate foreclosures), it will have done little to 
accomplish EESA’s explicit purpose to “help families keep their homes.” 
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Management Comments and Audit Response 


In its management response, which is reproduced in full in Appendix F, Treasury generally 
concurs with and indicates that it is working towards implementing SIGTARP’s 
recommendations concerning the need for Treasury to (a) disclose its goals and estimates for 
how many homeowners will be helped through permanent modifications, (b) develop goals for 
other performance metrics to measure HAMP implementation and success, and (c) undertake a 
sustained public service campaign. 

Treasury disagrees with SIGTARP’s two other recommendations. First, with respect to 
SIGTARP’s recommendation that Treasury reconsider its decision to allow servicers to 
substitute alternative forms of income verification, for the reasons stated in the report, SIGTARP 
continues to submit that verification of a requirement as central to HAMP as a borrower’s 
income should be explicit and uniform. Accordingly, SIGTARP stands by this recommendation. 

Treasury also disagrees with SIGTARP’s recommendation that it should re-examine the 
program’s structure to ensure that the program is adequately minimizing the risk of re-default. 
Although Treasury acknowledges that “there are alternative structures that could lower re-default 
rates,” it asserts that the recommendation fails to acknowledge that these alternatives might limit 
the total number of participants in the program or could result in increasing program costs. 
Ultimately, if the program is plagued by high rc-default rates, it will have done little to achieve 
the goal of assisting homeowners who would still find themselves losing their homes after an 
unsuccessful short-term modification. In light of the significant costs of re-default — both in 
terms of devoting taxpayer funds merely to delay foreclosure and in terms of potential harm to 
homeowners — in the final analysis, SIGTARP continues to believe that only through 
maximizing the number of sustainable permanent modifications can Treasury meet its originally 
stated intention to enable “homeowners to modify the terms of their mortgage to avoid 
foreclosure” and therefore “reduc[e] monthly payments to sustainable levels.” In other words, a 
modification program that begins with a smaller gross number of total modifications but that 
results in lasting relief for a vast majority of those homeowners would be preferable to a program 
that starts with a higher total number of modifications upfront, but through re-defaults, ends up 
with fewer people being helped over the long term. As to cost, although SIGTARP does not take 
any position with respect to Treasury’s policy determination to allocate $50 billion of taxpayer 
funds for HAMP, it is worth noting that a recent Congressional Budget Office report estimated 
that no more than $20 billion of these funds will be spent on HAMP payments. Treasury thus 
may well have the resources to change the program in a manner that will result in more 
sustainable modifications and still be below its planned allocation. 

SIGTARP continues to recommend that Treasury should re-examine the program’s structure to 
assure that it adequately minimizes the risk of re-default. 
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Appendix A — Scope and Methodology 


We performed the audit under authority of Public Law 1 10-343, as amended, which also 
incorporates the duties and responsibilities of inspectors general under the Inspector General Act 
of 1978, as amended. The audit reports on the status of IfAMP and specifically addresses the 
following objectives: 

• What is the status of HAMP, and has the program met its goals for participation thus far? 

• What challenges have confronted and continue to confront Treasury in implementing the 
program? 

Out audit was completed during July 2009 to March 2010. The scope covered HAMP activities 
implemented between March 2009 and February 2010 with particular focus on the first-lien 
program. 

We conducted our work at the Treasmy Offices of Financial Stability and Domestic Finance in 
Washington D.C.; Fannie Mae’s Washington, D.C. headquarters; Freddie Mac’s McLean, 
Virginia headquarters; and five mortgage servicers. The sample of five servicers was 
judgmentally selected based on HAMP participation status for privately-owned mortgages, 
volume of SIGTARP Hotline complaints, HAMP cap allocation amount, and geographic 
location. Four of the servicers had signed a HAMP servicer participation agreement and one 
servicer had not. The unpaid principal balance of participating servicers’ servicing portfolio was 
not available during our audit planning, and was therefore not included as a sampling criterion. 
Site visits to the servicers occurred from September 2009 through October 2009. We also 
conducted work at the Homeowner’s HOPE hotline in Lock Haven, Pennsylvania, and attended 
borrower outreach events in Chicago, Illinois, and Woodbridge, Virginia, which were sponsored 
by Treasury, Fannie Mac, or Hope Now. 

To assess the status and challenges confronting HAMP as well as Treasury’s plans to address 
existing challenges, we interviewed Treasury officials from the Offices of Financial Stability and 
Domestic Finance and GSE officials who were involved in the policy decision-making process, 
including interim and permanent Chief Homeownership Preservation Officers and Fannie Mae’s 
and Freddie Mac’s Chief Executive Officers. We also discussed the status and challenges 
confronting HAMP with Federal Housing Finance Agency officials, as well as mortgage 
servicing industry experts. We interviewed servicer officials and observed the loss mitigation, 
collections, and HAMP operations departments at the five servicers we visited. We reviewed 
modification policies and procedures developed by Treasury, GSEs, and servicers, as well as 
reports and testimonies by Goveniment Accountability Office, the Congressional Oversight 
Panel, the Office of the Comptroller for the Currency, the Office of Thriff Supervision, and 
industry groups. We reviewed mortgage modification complaints received through the 
SIGTARP Hotline. We also evaluated Treasury's weekly and monthly HAMP status reports and 
other HAMP data reports produced by Fannie Mae. To determine the extent that trial 
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tnodifications resulted in changes to interest rates, amortization terms, and mortgage payments, 
we reviewed all active trial modifications in the HAMP system of record as of November 5, 
2009, for the four servicers we visited which were modifying privately-owned mortgages for 
HAMP at that time. 

To assess the methods Treasury used to market HAMP, we analyzed and assessed the Office of 
Financial Stability’s (“OFS”) HAMP marketing and outreach strategy against the nine key 
practices for developing a consumer education campaign compiled by GAO.^^ We spoke with 
officials within the marketing teams at OFS and Fannie Mae to leant their roles and 
responsibilities, and we examined HAMP marketing policies, procedures, and budgets. In 
addition, we reviewed Fannie Mae’s financial agency agreement to identify any specific 
marketing responsibilities the GSE was assigned as part of its role as HAMP program 
administrator. During visits with five servicers, we interviewed officials to determine the extent 
to which Treasury issued policies, procedures, and other guidance to assist them in developing 
their HAMP marketing materials. We also reviewed samples of the servicers’ marketing 
materials, such as letters and pamphlets, and asked officials about the extent to which Treasury 
or Fannie Mae had reviewed such materials to determine the level of governance associated with 
ensuring the accuracy of information disseminated to the public. We reviewed Treasury’s 
HAMP website f www.makinghomeaFfordable.eov ) and 71 participating servicers’ Web sites to 
assess the amount of information provided to borrowers about HAMP as well as to identify best 
practices or inconsistencies among the information provided. In addition, we interviewed 
Homeowner’s HOPE hotline officials, listened to hotline recorded calls, and obtained those 
officials’ reviews of the operators’ handling of the calls. At the borrower outreach events in 
Illinois and 'Virginia, we observed the proceedings and the processing of individual borrowers 
and evaluated the material presented to borrowers by the sponsors, servicers, and non-profit 
counselors. We also attended a Treasury-sponsored event that educated and addressed concerns 
of housing counselors and community officials about HAMP. 

This performance audit was performed in accordance with generally accepted government 
auditing standards. Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis 
for our findings and conclusions based on our audit objectives. 

Use of Computer-Processed Data 

To perform this audit, we used unaudited data provided by Treasury to report on the status of trial 
and official modifications. Treasury produces this information based upon data servicers report 
to the Investor Reporting 2 database — a transaction mortgage servicing system — which is 
maintained by Fannie Mae. The extent to which we captured the full universe of HAMP 
modifications, whether in trial period or official status, is subject to the completeness and 
accuracy of Investor Reporting 2. 


”GAO-08-43, “Digital Television Transition: Increased Federal Planning and Risk Management Could Further 
Facilitate the DTV Transition,” 1 1/2007, p. 26-26, 40-43, 
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Internal Controls 

SIGTARP will release a mutually exclusive audit report addressing the adequacy of HAMP 
internal controls later this year. Our report will address several internal control objectives, 
including the state of the HAMP control environment and the extent to which conflicts of interest 
may exist across responsible program parties. In addition, the report will examine the reliability 
of program data, as we previously stated its completeness and accuracy require further review. 

Prior Coverage 

Congressional Oversight Panel, "Foreclosure Crisis: Working Toward a Solution, " March 6, 
2009 

Congressional Oversight Panel, "An Assessment of Foreciosure Mitigation Efforts after Six 
Months, " October 9, 2009 

Congressional Oversight Panel, "Taking Stock: What has the. Troubied Asset Relief Program 
Achieved?, ” December 9, 2009 

Government Accountability Office, Report No. 09-837, "Treasury Actions Needed to Make the 
Home Affordable Modification Program More Transparent and Accountable, ” July 23, 2009 

Government Accountability Office, Report No. 10-16, “One Year Later, Actions are needed to 
Address Remaining Transparency and Accountability Challenges, ” October 8, 2009 

Government Accountability Office, Report No. 10-301, “Office of Financial Stability (Troubled 
Asset Relief Program) Fiscal Year 2009 Financial Statements, " December 9, 2009 
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Appendix B — HAMP Stakeholders 

Several entities work with Treasury to implement HAMP. Treasury has engaged the GSEs and 
Bank of New York Mellon as financial agents to cany out specific program tasks. Servicers 
execute the modifications. Other government housing authorities and the Homeowner 
Preservation Foundation also have a role in HAMP. See the following descriptions of key 
HAMP stakeholders’ roles and responsibilities. 

Treasury 

Treasury’s Domestic Finance and the OFS are the primary Treasury offices that developed 
Making Home Affordable. OFS created the Homeownership Preservation Office in November 
2008, and this office serves as the Making Home Affordable Program office. The 
Homeownership Preservation Office is responsible solely, or in conjunction with other OFS 
offices, for the following program functions: 

• Audit oversight 

• Congressional and regulatory liaison 

• Data analysis 

• Establishing policies in conjunction with other Treasury departments and the GSEs 

• Communicating and marketing the program (performed in conjunction with Fannie Mae), 
including maintaining the www.makinghomealTordable.gov website 

• Oversight of program compliance and fraud prevention (performed in conjunction with 
Freddie Mac) 

Fannie Mae 

Fannie Mae was selected to be the Program Administrator for all programs under the 
Homeownership Preservation Office and signed a Financial Agency Agreement with Treasury 
on February 18, 2009, This agreement details Faimic Mac’s roles, responsibilities, and basis for 
compensation. As the program administrator, Fannie Mae has been tasked with assisting with 
creating program policies, developing a marketing plan, developing the net present value model 
under Treasury direction, maintaining the program system of record, preparing and producing 
program management reports, developing a servicer integration team to provide on-going 
assistance to all servicers, and integrating servicers that are new HAMP participants. 
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Freddie Mac 

Freddie Mac was selected as the HAMP compliance agent to ensure servicers are following 
program guidelines, and a Freddie Mac official signed a Financial Agency Agreement with 
Treasury on February 1 8, 2009. This agreement details Freddie Mac’s roles, responsibilities, and 
basis for compensation. Freddie Mac established a separate group of employees, named the 
Making Home Affordable compliance team, that are firewalled^® from the rest of Freddie Mac’s 
organization. The compliance team assesses all institutions that signed a HAMP servicer 
participation agreement on a quarterly basis, and new data is monitored on a monthly basis. 

Making Home Affordable compliance has plans to conduct announced and unannounced site 
visits to the servicers. Making Home Affordable compliance employs loan file and management 
control reviews, as well as on-site and off-site procedures to review servicers’ compliance. 

When new servicers sign a participation agreement, Freddie Mac attempts to visit them for a 
“readiness” review. Freddie Mac has reviewed 1 1 servicers as of January 2010, which represents 
16 different servicing platforms.^’ Freddie Mac also publishes additional HAMP guidance to 
servicers for the Freddie Mac portion of GSE loans that are modified. 

Bank of New York Mellon 

Treasury selected Bank of New York Mellon in October 2008 to serve as its primary agent for 
custodial, accounting and auction management for TARP. With respect to HAMP, it is 
responsible for processing and distributing the program’s incentive payments to the participating 
servicers. 

Mortgage Servicers 

All servicers of GSE loans are required to evaluate those mortgages under HAMP. In order to 
modify privately-owned mortgages and receive incentive payments, a servicer must sign a 
Servicer Participation Agreement. Servicers contact borrowers who may be eligible for HAMP, 
and borrowers may also contact their servicer if they meet general eligibility requirements. 
Servicers report HAMP modifications in the program’s system of record. Investor Reporting 2 
database, created by Fannie Mae. 

Federal Housing Finance Agency 

The Federal Housing Finance Agency serves as the regulator and conservator of the GSEs and 
has oversight of GSE loans that are eligible for HAMP. The Federal Housing Finance Agency 
provides feedback for policy changes to Farmie Mae and Freddie Mac in their parallel 
modification programs. 


Firewalls, in this context, are organizational controls intended to minitnize conflicts of interest for employees with 
certain sensitive program knowledge. 

Servicing platforms means each servicing entity’s book of business, including legacy servicing portfolios of 
acquired companies (e.g., Wells Fargo would count as multiple platforms due to the inclusion of Wachovia and 
other acquired entities). 
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U.S. Department of Housing and Urban Development 

The U.S. Department of Housing and Urban Development has formed a partnership with HAMP, 
providing free housing counselors across the United States that can assist borrowers in avoiding 
foreclosures. Federal Housing Authority is an agency that exists as part of the Department. 
Federal Housing Authority has helped keep families in their home through loss mitigation 
practices such as deed-in-lieu, loan modifications, pre-foreclosme sales, and forbearance, among 
other practices throughout the United States. 

Homeownership Preservation Foundation 

The Homeownership Preservation Foundation’s mission is to develop innovative solutions for 
preserving and expanding homeownership through consumer education and counseling 
programs. The Foundation created the Homeowner’s HOPE Hotline in 2004, and Fannie Mae, 
on behalf of Treasury, contracted with the Foundation for the Homeowner’s HOPE Hotline to 
become HAMP’s central telephone tool. The Making Home Affordable call center launched on 
June 22, 2009, and intends to increase foreclosure prevention awareness, educate homeowners 
about their options and guide them to an optimal solution, and drive homeowners to obtain either 
refinance, obtain a modification, or seek financial counseling. 
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Appendix C — Net Present Value Test Guidance 


Changes and Clarifications in Treasury’s Guidance on Its Net Present Value 
Model Parameters and Reporting 


Date 

Change Description 

March 4 . 2009 

Treasury issues guidelines that introduce its net present value model and explain how the 
model ^ould be used to evaluate borrowers requesting a HAMP modification. This net present 
value test Is supposed to compare the net present value of cash flows expected from a 
modification to the net present value of cash flows expected in the absence of a modification. If 
the net present value of the modification scenario Is greater than the net present value of no 
modification, the net present value result is deemed positive, If the net present value test 
generates a positive result, the servicer is required to offer a mortgage modification to the 
borrower. If the test generates a negative result, modification is optional. 

The following model parameters were introduced; 

• The program allows the servicer to choose the discount rate — the rate that detenmines the 
value of future payments compared to payments received today — to use in the net 
present value model, subject to a program-determined ceiling that will be sensitive to the 
market-determined cost of funds. 

• The cure rates ■— to cure a mortgage in default is to pay all the back payments, interest, 
and legal fees — and re-default rates are to be obtained from a default equation with 
parameters based on Fannie Mae and Freddie Mac analytics and program portfolio data, 
except where servicers use custom parameters. 

• Property value is to be determined In acccrdance with the guidelines. 

• The remaining parameters — home price forecast, valuation of the house price 
depreciation reserve, foreclosure timelines, foreclosure costs, and real-estate owned 
stigma — is to come from data sets held or produced by the Federal Housing Finance 
Agency. 

• Servicers having at least a $40 billion servicing book have an option to substitute a set of 
cure rates and re-default rales estimated based on the experience of their own aggregate 
portfolios. 

Additional parameters and further details of the model components for the net present value 
test beyond those discussed above were published separately- 

April 6, 2009 

The Supplemental Directive clarifies the options for borrowers with negative net present value 
model results and standards for retaining model documentation. It also states that Fannie Mae 
has developed a software application for servicers to submit loan files to the net present value 
calculator. Also, servicers having at least a $40 billion servicing book — dollar value of 
mortgages the servicer is managing — have the option to create a version of the net present 
value model that uses a set of cure rates and re-default rates estimated based on the 
experience of their own portfolios and that guidance on required inputs for custom net present 
value calculations will be fcxlhcoming. 

Treasury requires servicerei to maintain detailed documentation of the net present value model, 
all net present value inputs and assumptions, and the net present value results each time they 
run the test, reqardless of whether the mortgage is modified. 

June 11, 2009 

Treasury issues updated guidelines toal further explain the following key net present value 
model parameters presented previously In the March 4*^ guidelines. 
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• Discount rate - AH servicers are oermltted limited discretion to adjust Oie discount rate bv 
up to 250 basis points. The cKsccnint rate may be as low as Freddie Mac’s Primary 

Mortgage Market Survey weekly rate for 30-year fixed rate conforming loans. In no case 
may a servicer use a higher discount rate for loans in its own portfolio than the rate used 
for loans it services for ofrier investors. With respect to loans owned or guaranteed by 

Fannie Mae or Freddie Mac, foe servicer is to apply the rate specified in Fannie Mae and 
Freddie Mac guidance. 

• Default rate - The model oroi^^ the orobabilitv of default if the loan is not modified and 
the probability of default if the loan Is modified. As HAMP performance data becomes 
available, the model is to be updated to reflect actual program experience. Large servicers 
— those with a book exceeding $40 billion — may customize the base model to use 
modeled default rates that reflect their ovw portfolio experience. 

• Home orices - A servicer must use the base model’s home once oroiection. made 
available by the Federal Housing Finance Agency exclusively for this program and is 
based on data from a broad cross-sedion of mortgage transactions that is to be updated 
quarterly. 

• Foreclosed or real-estate ovwied discount ~ The real-estate owned discount recoanizes the 
deterioration in perceived value that buyers often place on a home that has been 
foreclosed. 

July 9, 2009’ 

Fannie Mae outlines the following enhancements under development based on servicer 

feedback on version 1 of the net present value model. 

• MetroDolitan statistical area level home orice oroiection - Fannie Mae simolifies the AR2 
model developed for the Treasury to use in version 2 of the net present value model and 
allows flexibility for other servicers to use other indices (e.g., Moody’s, Case Shiiler, etc.). 

• More Granular real-estate owned discount - Fannie Mae clarifies the real-estate owned 
discount by using the current discount for automated valuation model values — a 75 
percent discount for external broker price opinions/appraisals and a 25 percent discount for 
interna! broker price opinions/appraisals. 

• Preoavment model - Fannie Mae oroooses a nreoavment model that considers variables 
such as the change in modification rate versus the market rate, mark-to-market loan-to* 
value, and loan status. Fannie Mae further notes that relevant modification data to 
calibrate the prepayment model are yet not available. 

• Home Drice decline orotection oavmenl - Fannie Mae orovides final rules about home 
price decline protection payment for version 2 of the net present value model. 

July 31,2009 

Treasury issues Supplemental Directive 09-04, which introduces the home price decline 
protection program, an initiative designed to encourage modification of loans in maricets 
hardest hit by falling home prices. The Supplement Directive adds the home price decline 
protection incentive payment as an input to the net present value model and informed the 
servicers that the details are to be made available in early August 2009. Servicers that 
integrated the base net present value nriodel into their systems or customize the model in 
accordance with program requirements are responsible for ensuring that they incorporate the 
required home price decline protection determination functionality into their version of the net 
present value model. 

Also, the Supplemental Directive informs the servicers that specific details regarding the use of 
the home price decline protection incentive parent in the net present value model is to be 
provided in the documentation for version 3 of the model. 

August 7, 2009 

Treasury issues guidance that makes significant changes from version 2 to version 3 of the net 
present value model: 

• Home price decline orotecticm Incentive - The home orice decline nrntectinn incentive is to 
be effective beginning September 1, 2009. <Supplemental Directive 09-04 contains the 
detailed policy guidelines for the Home Price Decline Protection Program.) 
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• Preoavment model — ITte Guidance adiusts coefficients for the Dreoavment model and the 
refinance incentive value tx>urK)$. 

• Model versionina reauirCTnents -^rvicers are reauired to use the same meior model 
version, related supplement data, and the Freddie Mac Primary Mortgage Market Survey 
weekly rate for the initi^ model am in subsequent model results. 

• Test consistencv reauirements -S«vicefs are reauired to use borrower and loan 
information that was initially reported cxjrrectly to determine subsequent model results. 

• Term extension - Loans vwth mirrent remainino terms Greater than 480 month.s .should skio 
the term extension step. Amortizaticm term after modification should equal the remaining 
term. Re-amortize and extend the loan to a maximum 40-year term in monthly increments 
to reach as close to the target 31 percent debt-to-income witfiout going under. 

• De-seasonalized home Price index - Beainnina the third nuarler of 2009 the home mice 
index is to be adjusted to remove the seasonal affects of home prices and reduce the 
index’s impact on the h<mie price decline protection payment. 

Also, Treasury's guidance clarifies the documentation required from version 2 to version 3 of 

the net present value model. For example 

• Escrow shortaoe - Servicers are to include anv future monthiv e.scrow shortane navments 
to the “Association Dues/Fees Before Modification" field. 

• Adiustable-rate mortoaoe/lnterest-onlv reset or recast - For arlii i.stahle-rate 
mortgage/lnterest-only recast that is to happen within the next four months, front-end debt- 
to-income is to be calculated using principal, interest, taxes, insurance, homeowners’ 
association, and/or condominium fees based on the greater of the “Principal and Interest 
Payment before Modification” input field and the fully amortizing payment. 

• Timina of the investor incentive and Government subsidv incentive in the eauations for the 
modification cure and default cash flows ~ The investor incentive navment for the trial 
period is to be made in period 3, and the three government subsidy payments for the trial 
period are to remain in period 4. 

September 1 1 , 2009 

Treasury issues Supplemental Directive 09-06, iMiich outlines data collection and reporting 
requirements for the net present value model. The Supplement Directive requires servicers to 
report loan-level data starting in October 2009 to Fannie Mae for mortgages evaluated for 

HAMP, including the net present value model type code and 43 other model inputs. 

November 3, 2009 

Treasury issues Supplemental Directive 09-08, which requires services who receive a borrower 
request within 30 calendar days from the dale of notifying the borrower their loan has a 
negative net present value model result to provide the borrower with the date of the net present 
value calculation and with select input values. If. within 30 calendar days of receiving this 
information the borrower provides the servicer with evidence that any of these input values are 
inaccurate and those inaccuracies are material, the servicer is to conduct a new net present 
value evaluation. 

November 30, 

2009 

Treasury issues Supplemental Directive 09-09, which provides guidance to servicers for the 
adoption and implementation of the Home Affordable Foreclosure Alternatives Program. The 
Home Affordable Foreclosure Alternatives Program — a part of HAMP — provides financial 
incentives to servicers and borrowers who utilize a ^ort sale or a deed-in-lieu to avoid a 
foreclosure on an eligible mortgage. The Supplemental Directive stales that the HAMP net 
present value model should not be used to project investor cash flows from either a short sale 
or deed-in-lleu and should be used only to determine borrower eligibility for a HAMP mortgage 
modification. 

January 28, 2010 

Treasury issued Supplemental Directive 10-01. which makes the following changes to the net 
present value model and the use of the mod^ results: 

• A borrower who has been evaluated for HAMP but does not meet the minimum eligibility 
criteria described in Supplemental Directive 09-01 or who meets the minimum eligibility 
criteria but is not qualified for HAMP by virtue of a negative net present value result, 
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excessive forbearance or other financ^i reason, may request reconsideration for HAMP at 
a future time if they experierice a change in circumstance. 

• in the event a servicer elects to fc^ear principal in an amount resulting in a modified 
interest-bearing balance that would weate a current mark-to-market loan-to-value ratio less 
than 100 percent in negative net present value situations, the sen/icer is to ignore the error 
code and the flag for excessive forbearance that is returned by the net present value 
model. Updates are to be made to foe mcxJel in the future to eliminate this error code. 

• Servicers are to re-evaluate a loai using the net present value mode! if the borrower’s 
documented income differs from the stated income used in the bonower's initial qualifying 
net present value test. With respect to trial modifications after April 15, 2010, servicers 
may elect to offer the borrower a permanent modification without performing an additional 
net present value evaluation based on the borrower’s verified income documentation. If 
the servicer elects not to perform an additional net present value evaluafion in this 
situation, the servicer is to enter foe trial period date and values for the mode) results when 

Note a: Because official guidance for these changes is not posted to the HAMP servicer website, this information on the net present 
value model is based on a July 9. 2009, Fannie Mae presentation. 

Source: SlGTARP analysis of Treasury’s and Fannie Mae’s data. 
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Appendix D — ^Acronyms 


Acronym Definition 


EESA 

GSE 

Fannie Mae 

Freddie Mac 

HAMP 

HUD 

MHA 

OFS 

SIGTARP 

TARP 

Treasury 


Emergency Economic Stabilization Act of 2008 
Government-sponsored enterprise 
Federal National Mortgage Association 
Federal Home Loan Mortgage Corporation 
Home Affordable Modification Program 
Department of Housing and Urban Development 
Making Home Affordable 
Office of Financial Stability 

Special Inspector General for the Troubled Asset Relief Program 
Troubled Asset Relief Program 
Department of the Treasury 
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Appendix E — Audit Team Members 
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Appendix F — Treasury’s Comments 


DEPARTMENT OF THE TREASURY 

WASHINGTON. D.C. 2022S 


ASMS I AVI SK-RCTARY 


March 22, 2010 


Mei} M Barofsky 
Special Inspector General 

Office of the Special Inspector General for the Troubled Asset Relief Program (SfGTARP) 

1500 Penn^’lvatiia Ave., NW. Suite 1064 
Washington, D.C. 20220 

RE: SIGTARP Draft Audit Report 
Dear Mr. Barofskv; 

Thank you for the oppwwnity to review the draft audit report titled ••Factors Affecting Implementation of 
the Home Aifordabb Modificatiem Program (HAMP)”. to be released on an embargoed basis on or about 
March 23, 2010, 'fhe Department of die Treasury (Treasury) is working to continuously strengthen 
foreclosure mitigahon efforts through MAMP. As explairu^ below in the .summ^ responses for each 
recommendation in the report, in general, we concur with the concerns expressed in the recommendations 
(a), <b) and <c), tow^ds which Treasury' has already taken and is taking signiftcani steps, but do not 
concur with recommendations (d) and (e). In addition, we have commented on the characterization of the 
net present value (NPV) model contained in the audit report. A detailed description of the actions that 
Treasury has already taken or plMis to take with regard to the concerns expressed in the recommendations 
will be provkl«i to SIGTARP witiun 30 days of tiie issuance of the audit report. 

Before we address our summary responses to the recommendations, we should note that Treasury 
appreciates the acknowledgement in the report that SIGTARP “accepts Treasury-’s assertion that Its goal 
iins always been offers and not permanent modifications.*’ We also agree with SlOTARP’s statement that 
“To be meaningful. Treasury’s goal for HAMPmust relate to how many people are helped to avoid 
foreclosure.” But we respectfully do not concur whli the conclusion that that helping homeowners 
actually avoid forcciosure “can only occur with permanent modifications.” Our goal is to avoid 
preventable foreclosures among homeowners eligible for H.AMF through modifications as well as 
aitematives to foreclosure such as short*sales and deed-in lieu, and other modi/ication programs ottered 
by servicers. 

ThrcMJgh HANfP, ev-ery homeowner who is eligible fora permanent modification, who submits alt 
requir«l documentation and remains current during the trial period will get a permanent modirication 
offer. Homeowners wlw participate in HAMP and then are denied a permanent tnodittcaiion because 
they did not meet the criteria may have alternaiives other Uian foreclosure. The success of HAMP should 
be measured by how many eligible homeowners are able to avoid the pain and stigma of foreclosure by 
reducing their mortgage payments to affordable levels while either remaining in their htwnes or 
transimming with dignity to more suitable housing. The number of permanent modifications is one 
element, but noi the cmly clement of gauging the success of HA.MP programs over time. 

Additionally, the approximately 170,000 permanent modifications reported in fttc MHA Monthly Report 
and identified In the audit i^jort does not account for dte approved final modifications that are awaking 
acceptance by the borrower. Of the l.l million borrowers that have started a HAMP modification, 

1 70,000 borrowers have entered permanent modifications, and an additional 9 1 ,000 borrowers have 
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received fmal approval from the servicers, which r^esents 32% of borrowers in trial periods for longer 
than three months and therefore eligible for a decision on a final modification. 

Eummarv rexptmsea to SKITARP mcommmdaiions 

IReconmendatlon (a)'. Tremury should uamnbiyiuousfy and prommentty disdmt Us go^ and 
estimates {updated over time, as necessary) for how many homeowners will actually be helped through 
pemwnent modifications, and report monthly on ks progress to meeting those goals. 

Treasury ackjiowlcdges that tfiere has been confusion about what the references to ''helping up to 3-4 
million homeowners” nieaitf and that Treasury’s own siattmients teve not always been precis. Treasury 
notes that the Govemmeoi Accountability Office (GAO) Report in July 2009 described the goal for 
HAMP in die way that Treasury' intended - up to 3-4 million trial modification offers - but many people 
have assumed this number represented a goal of permanent modifications. Treasury will try in the future 
to be more precise. 

HAMP is the largest, most complex mortgage modification program of its kind, bringing together 
borrowers, servicers, lenders and investors. Tfiere was little historical precedent cm how to design the 
program, in addition to linified data on -which to base estimates of potential petformancc. HAMP 1$ 
highly transparent with regard to program performaiKe. We publish monthly data report on program 
performance - widi additional data added to the report on a regular basis. Treasury’s first monthly 
Servicer Peifarmance Report was released in July 2009 and contained data on program performance 
beginning in May 201^, 

The monthly reports unambiguously and prominently state the number of permanent modificalions 
achieved each month since November 2009. The monthly reports also report servicer-specific progress in 
completing permanent modifications - providing the percentage of each servicer’s pool of delinquent 
loans that have completed a pennanent modification. The report also provides information by servicer on 
the peixent of trial modifications converted to pennanent modifications. These comp»irative performance 
metrics wt completion of permanent modification.^ by servica provide a good measurement of progress 
on meeting permanent modificarion goals. 

Recommendation (b): Treasury should set goals for other performance metrics to measure over time 
the implementathn and success of HAMP, and report performance against those goals. 

Treasury agrees that performance goals and metrics are critical to the effective adminisiraticHt of any 
program, At launch there were a number of unknowns regarding implementation of the program that 
made it dilficult to set appropriate targets. These included the number of servicers tliai would participate; 
the rate ^ which they could build capacity to implement the program; and the acceptance of overall 
program design. In addition, during the first year of operation, t^gets and goals were focused on short- 
term implementation deliverables and milesione.v for the program to become fully operational against the 
goal of up to 3-4 million trial modification offers. 

Since foe inception of the program, indicators of perfonnance have been monitored closely, and Treasury 
has provided extensive information about performance. To CTsure accounted jty, Treasiuy'^s website, 
vvww.rin anciaiStubiiitv.-go v. |HX>vides transparency for a wide range of programs, including HAMP, with 
all of the monthly Servicer PerfOTmance Reports and program fact sheets. We have also esiablislied two 
additional websites to provide information about HAMP specifically - and 

www.Makij igHomeAiTo rda ble.go v. These websites include comprehwisivc documentation and 
inlbrraairan about HAMP iiKluding, for example, complete lists of all servicers paftici|xitmg in the 
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program, copies of all contracts si^ied by ^rvKcrs, the Sui^lemental Directives (SC^) that establish 
jwiditional requironents for HAMP, hundreds trf* frequottly asked questions, a white paper describing llie 
Net Present Value (NPV j test methodology and ^1 of Ae borrower a{^Iicati<Hi documents. 

In July 2009, just three months after the fim servicers signed agreements to pmticipatc in HAMP. 
Treasury began publishing the monthly Servicer PerfonaMmee Reports. The first monthty report included 
one page of intimation reflecting the limitwi dam avaUable and reliable at that time, including trial 
modifications started and trial modifieaikms offered. Each month we have significantly expanckd the 
amount of data included in the monthly report, to maximize servicer accountability and pro^am 
transparency. The latest report includes a copious ammint of data through Pebruiuy 20 10, for example: 
data on trial and permanent modifications by servicer, a Ibtof participating servicers, trial and permanent 
modificaikins at die state and key metropdi^n teiveis, a chart of the estimated population of boitowers 
eligible for HAMP, an overview of administration housing imtialives, char^ieristics of pcnnaient 
iTK^ifications, average payment reduction, data on modifications by invests type, permanent 
modifications by waterfall steps, and predominant hardship reasons for permanent modifications. 

In September 2009, we began to include modification pcrfonnaice by servicer in ilte monthly Servicer 
Performance Report to increase die Jttcountabiiity of servicers participating in the program, Tliis 
included adding a ‘Trial modification tracker” vdiich tracks each servicer’s population of delinquent loans 
as well as what percentage of that pool has been offered a trial modification, started a trial modification 
and started a permanent modification. This «rvicer performance metric compares the relative success of 
each servicer in reaching its eligiWc poo! of borrowers, provides a clear metiic of whal percentage of 

eligible borrewers overall are being reached through HAMP. As of 201 0, the reports include servtcer-by- 
servicer comparisons of both trial modifications and permanent modifications as a percent of the 
service’s pool of loans that are six^ or more days past due, 

Witli the l^cms Iwmcd from die past several months of ftill capacity operations. Treasury will set 
specific targets for key program objectives soon and for which we will provide a further description in the 
didailed response letter. For example. Treasury has developed a survey of operational metrics and is 
coiiectmg data from servicers on an enhanced number of pertbrroance measures, including lime to answer 
incoming borrower calls, and lime to process HAMP applications from homeowners. 

RtKftmmendathri (c): Treasury should undertake a smiirirted puidic senice campaign as soon as 
possible bath to reach additional borrowers that coiUd potentially be helped by the program and to arm 
die public with conydete, accurate m/ormation about the program to avoid confusion and delay, and to 
prevent fraud and abuse. 

Treasury will consider the audit report's suggestion dial we “comprehensively gauge whether flAMP 
information is reaching its target audience (homeowners in trouble) effeclively,” for the impIcmcntatiQn 
of the public service campaign described below. Wc believe the tact that more than 1.3 mil llCH) 
homeowners have received offers for trial modifications, representing an estimated 6fi%of the total 
populaiiwi of homeowners currently eligible to participate in HAMP. is a testament to the outreach efforts 
by Treasury and the servicers. 

Treasury taken and (mntinucs to take significant actions to supplement the efforts of servicers in terns 
of program outreach, FtBidamentally, it is the contractual responsibility of servicers participating m 
HAMP to reach out to borrowers and convey tnformauon about the program to the homeowners whose 
loans they service. 


50 



287 


Tifeasury is working with the Ad Council on a two-part public service announcement (PSA) campaign 
that has hesn underway since f^ember 2009. for the firs! part of this campaign. Treasury is partnering 
with the U.S. Department of fbusii^ and Url^n Developiaent (HUD) and NeighborWorks America® on 
a refi-eshed fomciosure prevention campaign. The refried campaign includes a new cali-to-action for 
struggling homeowners by directing them to the Hrwnwvner's HOPE Hotline and 
MakingiiomeAJfoniahle.gov so that they may recciw: ftec assistam^ with die Making Home Affordable 
Program fmm a HUD^ppioved housing counselor. Tbe campaign includes brHii tetevisicm and radio 
advertising that have been sent to 12,000 stations ^rass the cemntry, as well as web banners and outdoa* 
advertising. The Ad Council will share regular updates about tlte success of the campaign witii Treasury. 
Preliminary reports from January (the first fiill month of advertising) demonstrate that the advertisements 
have already run about 1,0(X), including at st^ons io some of the hardest'hit areas of tlte country, such as 
Dchoit, Michigan; Jacksonville, Flmida; and San Luis Obi^, California. 

For tte second phase of the campai^, Treasury and HUD axe working with the Ad Council on a new 
muhi-media campaign setto launch in late spring 2010. The new campaign will feature English and 
Spanish television, radio, outdoor and web advertisements, as well aes fliers and other print materials. The 
Ad Council recently held {WKe-on-one rnlersiews whb homeowners in Miami, Flw'ida and Chicago, 
lllinrris to test ifw voriois campaign approaches for effectiveness. As with the “refresh"" campaign 
currently undeimy, the key message of this campaign will be that free help is available front the fedwal 
government if homeownere reach otji for help. 

Treasury believes that en^ging in the two-part roll-out will continue to raise aw^ness of the program 
among eligible homeowneis. By woriring with the Ad Council on these campaigns, we axe able to 
leverage its extwisive relationships to secure donated space, keeping campaigrr costs down but media 
impressions high. 

Rec&mmm^iion Treasuiy should reconsider its decision to allow servicers to substitute 

alternative forms of income verificaiion based on the subjective determination by the servicer, such as 
whether such documents are "'appropriate ” or relying on the servicer's "good business judgment 
c&mistmt wkh the judgment employed when mo^fying mortgage loans held under their own 
portfaih, * 

Tbe Supplemental Directives published by Treasury, specifically SD 09-01 and SD lO-Ol, clearly stale 
the requirements for documentation of borrower income for HAMP modifications. However, these 
guidelines were never intended to be. and should not be. a comprehensive underwriting guide applicabie 
to evety unique borrower circumstance or to replace servicer judgment in making credit decisions for its 
portfolio. Although standards are important in the underwriting process, the application of good business 
jud^ient is also critical and helps to ensure apprqsriate outcomes for all potentially eligible borrowers. 
Good business judgment is applied to include the nw-lraditional bewower (e.g., a recently re-employed 
person with an offer letter and only one associated pay stub). Tlw updates to HAMP underwriting 
requirements described in the SD 09-07 and SD 10-01 reinforced tbe most important fraud protection 
measures - a requirement that servicers obtain tax rctwms/transcripts and a credit report for 100% of 
borrowers. Tre^ury is working with Fannie Mae to implement fraud detection procedures as 
contemplated in SD 09-07, targeting owner-occupancy and identity. 

With regard to ovet^ighi and compliance, auditors are accustomed to evaluating oi^nizatkms' 
application of busine^ judgment In addition, auditors apply their own good business judgment in 
assessing the nature and impact of identified exceptions, SD 10-01 specifically requires tbe servicers to 
apprqjrately document *1he decision-making process when applyitig good business judgment ... and, 
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wliere applicable, reference the serv icer’s associated policies and procedures". Therefore. Treasury, 
through the compliance agent„ will be able to ev'atuate and conclude on the applicability of the serv'tccr's 
use of judgment. The compliance agent’s suite of compitance activities (specifically, on-site fieldwork 
and loan, file reviews) is ecmshiicted to assess the adef^^ of die sCTvicer’s documentarion, the 
appropriateness of the servicer’s business judgmeiU, and the consistency with which that judgment is 
applied. 

Reoimmendiahn (e): Treasury should re^e^atmine Ae program’s structure to ensure that the program 
is adequately minimizing the risk of re^efauh. 

Treasury continues to examine prognun parameters to improve operaiional efficiency and elTcctivencss. 
SD 10-01 is an example of this re-exam inadkvn as it takes a major step forward in minimf/isg re-defauU 
risk by mandating the move to fully verified trial period plans. Beginning with trial plans offered after 
April 15, 2010 (June 1 Trial Plan effective date), bwrowets must be fully verified and determined to be 
eJigibie for a pemtan^it modification, .subject only to timely receipt of trial perkxi payments. This will 
limit die fall-out from trial lo peimwent to (miy tlKise borrowers who fall to make trial payments. 

Payment affordability under HAM? is achieved primaiily through interest rate reduction, term extensions 
and principal forbearance. All loans permanently modified imilude an interest rate reduction (and the 
median decrease is four percentage points), 40% modifications include t«tn extensions and 28% have 
principal forbearance. HAMP supports long term sustain^ility by fi-xing the initial interest rate for five 
years and making term extension and principal forbearance permanent. This gives the borrower the 
ability to recover frmn the hardship that caused the initial delinquency. 

After five years the interest rale is gradually increased but will never exceed an interest rate cap based on 
the Freddie Mac survey rale on tlie date of the modification. That rate is currently near histork: lows. The 
median rsic cap of permanent HAMP modificatlcms is five percent for the life of the loan. This rate is an 
affordidile rate over the life of loan, and represents a significant reduction from the loan's original interest 
rate for many borrowers, particularly those who Iwd subprime, high rale loans. 

The program design for HAMP purposely focused on achieving affordability of the firsl mortgage 
payment in an efftirt to preserve homeownership. It also includes a second lien modification program to 
provide a comprehensive affordability solution for borrowers. Failure to pay back-end or consumer loan 
debts will not result in the borrower losing the home. A permanent HAMP modification reinstates 
the delinquent first mortgage and reduces mortgage debt by a median of $500 per month giving borrowers 
greats’ ability te> conlrof other credit obligations without fear of losing their homes to foreclosure. 

We agree thattha-e are alternative modification structures that could lower re-defauit rates, but the audit 
report’s recommendation and discussion fail to acknowledge that these aiternatives. taken alone, would 
likely result in few^r modificaiions and therefore fewer modifications completed anA'or would 
significantly increase program cost. 

Treasury' has also continuously examined issues that can undermine fvogram effectiveness, such as 
affoidability cha!!engc.s presented by secemd liens, unemployment and negative equity. Treasury* has 
already announced and begun unplementation of the Second Lien Modification Program (2MP). 
including three servicers - Bank of America, Wells Fargo and )PMorgan - that together account for more 
than $400 billion of second lien loans. We expect other large servicers to join soon. While the focus of 
the program remain-s affordability. Treasury continues to study ideas that will enhance, albeit modestly, 
program outcomes for unemployed and underwater borrowers. 
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Additional comment m the Nel Presem Value mode! 

Ill addition to the summary responses above, Treaaiiy has the following obsCTvations regarding the 
characterization that “repesucd changes in net presenl vahie methodology bav'c caused confusion and 
delay in implementing IIAMP": 

• All servicers have had access to the fully openitimial portal NPV model throughout the program. 

• The major changes n> the NPV model have reflected improvements in that model and pre^am 
adjustments in HAMP that servicers supported. Wc have not introduced a material change since 
version 3.0 in August, 2009. 

• On selected servicer Kinccms with “doubling foe time*'; as wted above, a fully operational 
version of the NPV lias been available through the portal at all times. A servicer having difficulty 
rgH:oding the model into its systmi could and should the porta!. 


Treasury’ shares your cornmiinient to effective foreclosure miugalion and dedication to protecting 
taxpayer interests. We appreciate SIGTARP’s acknowledgrncnt in the audit report that “Treasury has 
made progress in developing the a<hnini^rativc backbone of the program and in getting the program 
started rapidly”, and “Treasury has made substantial progress during the year since the announcement of 
HAMP in attaining smicer participation.” 

We look forward hi working with you and the SIGfARP team. 


Sincerely, 

Herbert M. Allison, Jr. 
Assisiam Secretary for 



Financial Mability 
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Draft Report 
For Official Use Only 

SIGTARP HotUne 


If you are aware of fraud, waste, abuse, mismana^ment, or misrepresentations associated with the 
Troubled Asset Relief Program, please contact the SIGTARP Modine. 

by Online Fotw : wmv.STGl'ARP.gov % Phone: Call toll tree: (877) SIG-2009 


Brf kv; (202) 622-4559 


By Mail: Hotline: Office of the Special Inspector General 

for the Troubled Asset Relief Program 

1801 L Street., NW, T'' Floor 
VX'ashington, D,(’. 20220 


Press Inquiries 

If you h:ive any inquiries, please contact our Press Office: 

Kristine Belisle 

Director of Communications 

Kris.Beli.sle@(Jo.tre;>.s.pov 

202-927-8940 


Legislative Affairs 

For Congressional inquiries, please contact our Legislative Affairs Office: 

Lori Hayinan 
1-egislative Affairs 
1 ,ori, Havman@do.treas.pov 
202-927-8941 

Obtaining Copies of Testimony and Reports 

I'o obtain copies of testimony and reports, please log t>n to our website at w\Aav.sigtarp.gov . 
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Home Affordable Modification Program 
Base Net Present Value (NPV) Model Specifications 

Updated: June 11, 2009 


Overview 

As a part of the Making Home Affordable Program, we are providing standardized guidance and a base net 
present value (NPV) model described herein that any servicer who participates in the Home Affordable 
Modification Program (HAMP) can use or, if eligible, customize into a proprietary NPV model. The base NPV 
model is illustrative of an NPV model that meets the specifications put forward under the Making Home 
Affordable Program. Servicers are not precluded from using the illustrative model for making program NPV 
determinations. It is our expectation that servicers may use the Base NPV Model Documentation to customize 
the model based on their individual portfolio experience - all within the standardized guidelines put forward for 
the model under the program. The base NPV model will provide consistency in NPV calculations for the Home 
Affordable Modification Program and help the industry move toward a more standard process for evaluating the 
NPV of mortgages for purposes of making modifications. 

A participating servicer in the Home Affordable Modification Program must modify any loan that meets the 
program’s eligibility criteria if the modification tests “positive” for NPV. When mortgage modifications have a 
positive NPV, it is in the best interests of lenders, servicers, investors, and borrowers to modify mortgages to 
reduce the risk of foreclosure. The Home Affordable Modification Program increases the potential number of 
mortgage modifications that will have a positive NPV, resulting in more servicers modifying mortgages, and 
keeping more Americans in their homes. The Home Affordable Modification Program specifies a precise 
method for determining NPV and provides a base NPV model that any servicer can use or customize into a 
proprietary NPV model that satisfies all of the program's methodological requirements. 

Under the program, a defined set of parameters for the base NPV model can be customized for each servicer. 
Every servicer is given discretion, within specified limits, to choose a discount rate. In addition, larger servicers 
are given discretion to develop portfolio-specific default rates. These customization capabilities are built into 
the base NPV model to preserve the ability of servicers, lenders, and investors to tailor the base NPV model to 
reflect the unique characteristics of the loans that they service or own, and to incorporate knowledge gained 
from years of working with those particular groups of mortgages. For other servicers, the baseline parameters 
can provide a sufficient NPV tool to evaluate loans being considered for modification. 

Net Present Value of Modification 

In general, NPV refers to the value today of a cash-generating investment - such as a bond or mortgage loan. 
When an investor is faced with a choice between two alternative investments -• specifically, between the timing 
and amounts of the cash flows for each investment - the investor obviously prefers the choice that has a higher 
present value. 

In the context of a mortgage borrower who has become distressed, the investor - or a third party servicer, acting 
on behalf of the investor - faces a choice of whether to modify the mortgage or leave it as-is. Each choice 
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generates expected cash flows, and the present values of these two cash flows are likely to be different. If the 
loan is modified, there is a greater chance that the borrower will eventually be able to repay the loan in full. If 
not, there is a higher likelihood that the loan will go to foreclosure, and the investor will absorb the associated 
losses. If the NPV of the modified loan is higher than the NPV of the loan as-is, a modification is said to be 
“NPV positive.” 

The Making Home Affordable Program is structured to produce modifications that are more likely to test NPV 
positive, increasing the number of modifications that will be done and keeping more Americans in their homes, 
it does this, first, by lowering the probability that borrowers will default by making borrower payments more 
affordable and, second, by providing incentive payments that are added to cash flows received by lenders (or 
investors). 

If a borrower meets the eligibility criteria for the Home Affordable Modification Program, a servicer will adjust 
the terms of the borrower’s loan (modify the loan) to reduce the boirower's payment to the program’s target 
front-end debt-to-income (DTI) ratio of 3 1 percent. At a 3 1 percent DTI, the borrower will have a monthly 
mortgage payment that is more affordable over the long term, so that the borrower will be more able to afford to 
stay in his or her home. 

Servicers must reduce payments in the precise manner specified by the Making Home Affordable Program (the 
“Standard Waterfall”), starting with reducing the interest rate on the mortgage. Once the servicer knows which 
loan terms will change, the servicer is ready to run an NPV model calculation. If the expected value to the 
lender of the loan after a HAMP modification exceeds the expected value of the same loan to the lender if it is 
not modified, then the NPV test result is positive and the servicer must modify the loan. 

Requiring servicers to modify all NPV-positive loans ensures that there is help for all distressed borrowers 
when an objective test demonstrates the modification will benefit both the borrower and the investor. The 
program does not require the servicer to modify the loan if the modification tests negative, though the servicer 
must consider other ways to prevent foreclosure. 

The Base NPV Model 

The program supplies a base NPV model that any servicer may use to satisfy the requirement to modify all 
eligible loans that test NPV positive for modification. Large servicers - those having a book of business 
exceeding $40 billion - have some discretion to customize the base NPV model with respect to two important 
inputs, the expected default rates for loans that are not modified and the re-default rates for loans that are 
modified, as discussed further below, 

Both the base NPV model and a servicer’s proprietary customized version will: 

1 . Compute the net present value of the mortgage assuming it is not modified, 

a. Determine the probability that the mortgage defaults. 

b. Project the future cash flows of the mortgage if it defaults and the present value of these cash 
flows. 

c. Project the future expected cash flows of the mortgage if it does not default and the present value 
of these cash flows. 
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d. Take the probability weighted average of the two present values. 

2. In the same manner, compute the net present value of the mortgage assuming it is modified, 
incorporating the effects on cash flows and performance of the modification terms and subsidies 
provided by the Home Affordable Modification Program. 

3. Compare the two present values to determine if the HAMP modification is NPV positive. 

An NPV model used in the HAMP takes into account the principal factors that can influence these cash flows, 
including: 

1 . The value of the home relative to the size of the mortgage. 

2. The likelihood that the loan will be foreclosed on. 

3 . T rends in home prices. 

4. The cost of foreclosure, including: 

a. legal expenses, 

b. lost interest during the time required to complete the foreclosure action, 

c. property maintenance costs, and 

d. expenses involved in reselling the property. 

5. The cost of conducting a modification, including: 

a. a lower monthly payment from the borrower, 

b. the likelihood a borrower will default even after the loan is modified, 

c. financial incentives provided by the government, and 

d. the likelihood that a loan will be paid off before its term expires (prepayment probability). 

The base NPV model was designed by an expert working group including the Department of the Treasury, the 
Federal Deposit Insurance Corp., the Federal Housing Finance Agency, Fannie Mae, and Freddie Mac. It was 
designed specifically for the Home Affordable Modification Program. The base NPV mode! reflects aggregate 
data across many servicers, as well as the professional judgment of the working group. 

Individual servicers have their own unique experience with the loans they service. The program permits 
servicers to customize the base NPV model to reflect that unique experience, within certain constraints and 
guidelines. As a result of customization, servicer NPV results and resulting modification decisions will likely 
vary even when borrowers' circumstances appear to be similar, but the results will be more accurate and 
provide a better gauge of appropriate modifications. 

Key Parameters of the Base NPV Mode! and Customization of Inputs 

Below is a summary of important parameters used in the Home Affordable Modification Program base NPV 
Tiodel, and the extent to which servicers may customize the parameters of the base NPV model. 
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Discount Rate: For a firm that owns a mortgage loan (the investor), the mortgage is a series of future cash 
payments expected from the borrower. But the promise of a payment in the future is worth less to an investor 
than cash today. How much less will depend on the discount rate - the higher the discount rate, the less a future 
payment is worth to an investor today. For example, a $I,(X)0 payment in one year would be worth about $950 
today using a 5 percent discount rate, and that same $1,000 payment in a year would be worth about S800 today 
using a 25 percent discount rate. In the base NPV model, all servicers are permitted limited discretion to adjust 
the discount rate by up to 250 basis points because different investors may place different values on fudire 
payments versus payments received today. 

The discount rate the servicer uses may be as low as Freddie Mac’s Primary Mortgage Market Survey (PMMS) 
weekly rate for 30-year fixed-rate conforming loans, and as high as the PMMS weekly rate plus 250 basis 
points. (To find the current PMMS go to httDy/vvww.freddiemac.coin/nmms .) With respect to loans that are 
not owned or guaranteed by Fannie Mae or Freddie Mac, the servicer may apply a single discount rate or two 
discount rates, one for loans in its own portfolio and another for loans serviced for all other investors. However, 
in no case may a servicer use a higher discount rate for loans in its own portfolio than the rate used for loans it 
services for other investors. With respect to loans owned or guaranteed by Fannie Mae or Freddie Mac, the 
servicer must apply the rate specified in Fannie Mac and Freddie Mac guidance. 

Whatever discount rate the servicer chooses to use must be applied to both cash flows - that is, to the cash flows 
if the loan is modified under the Home Affordable Modification Program, as well as the cash flows if the loan is 
not modified. 

Default Rates: The base NPV model projects default rates in two scenarios. It projects the probability of 
default if the loan is not modified and the probability of default if the loan is modified. Default rates depend on 
a number of variables particular to the loan. In general, however, the default rate is assumed to vary based on 
the credit quality of the borrower, the borrower’s debt burden, the loan-to-value (LTV) of the home at the time 
of modification, and whether the loan is modified earlier or later in the delinquency cycle. 

In the base NPV model, the default rates are generated by a model based on the performance of GSE and non- 
GSE loans. As Home Affordable Modification Program performance data become available, the base NPV 
model will be updated to reflect actual program experience. 

Large servicers - those with a book exceeding $40 billion - may customize the base NPV model to use modeled 
default rates that reflect their own portfolio experience. These customized default rate models must be 
empirically validated where possible, commercially reasonable, and will be subject to review and oversight by 
program monitors. 

Default rates may vary significantly from one large servicer to another based on differences in their portfolios. 
Therefore, allowing servicers flexibility to use rates that reflect their own portfolio experience should result in 
more accurate evaluations of proposed modifications. 


Home Prices: Future increases or decreases in home prices impact a borrower’s willingness to stay in a house 
and potential financial loss in the event of foreclosure. A servicer must use the home price projection provided 
in the base NPV model. A servicer does not have discretion to substitute a different projection. The home price 
orojection for the program has been made available by FHFA exclusively for this program, is based on data 


Base NPV Model Overview - Updated June 1 1 , 2009 


4 





295 



from a broad cross section of mortgage transactions, and will be updated quarterly. The projection is not based 
on the FHFA House Price Index and does not represent an official forecast of FHFA or any other government 
agency. 

REO Discount: Foreclosed or real estate owned (REO) properties generally sell for less than similar, non- 
distressed assets. This is referred to as the REO Discount and it recognizes the deterioration in perceived value 
that buyers often place on a home that has been foreclosed. The REO Discount is worse in some markets than 
in others. The REO Discount values used in the base NPV model are based on an analysis of sale prices of 
foreclosed homes sold by Fannie Mae and Freddie Mac. REO Discount values vary by state and home price. 
Servicers are not permitted to change the REO assumptions in the base NPV model. 
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I. Overview 

A central element of the Home Affordable Modification Program (HAMP) is the use of a net 
present value (NPV) model. An NPV model will be used by servicers participating in the HAMP 
as a tool for deciding whether to modify a troubled mortgage that is eligible for subsidies under 
the program. 

The base NPV model described in this paper meets the specifications put forward under the 
Making Home Affordable Program. It is anticipated that servicers will use the base NPV model 
to develop and, to some extent, customize their own NPV model based on their individual 
portfolio experience. 

The documentation of the base NPV model methodology, provided herein, provides servicers 
standardized guidelines as they develop NPV models for use in the program. 

The base NPV model assesses borrower and loan information for HAMP eligibility and 
determines whether a proposed modification under the program tests NPV positive or negative. 
The test result is NPV positive when the total discounted value of expected cash flows for the 
modified loan is higher than the total discounted value of expected cash flows for no loan 
modification. A negative NPV test result occurs when the opposite is true - the expected value of 
the cash flows for the modified loan is lower than that for no loan modification. If the result of 
the NPV test is positive, then it is beneficial to an investor to modify the loan. The base NPV 
model and proprietary servicer NPV models are designed to guide this assessment for all 
servicers participating in HAMP. 

The NPV test will be required for each loan that is in imminent default or is at least 60 days 
delinquent under the MBA delinquency calculation. If a modification that follows the HAMP 
program guidelines is NPV positive, the servicer participating in this program is required to 
perform a HAMP modification, 

This document discusses the base NPV model calculation logic, model inputs and outputs, as 
well as the base model components and equations. It also outlines the requirements for 
customizing the base model for servicers that are eligible for such customization. The final 
section reviews the waterfall logic that generates the modification terms, which is incorporated in 
an NPV output “Waterfall Check” to provide a reasonableness check on the modification terms 
submitted by servicers. 
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II. Significant Model Changes from Version 2.0 to Version 3.0 

In response to servicer feedback and planned model enhancements, the following updates have 

been made to the base NPV model. 

Home Price Decline Protection Incentive (p7, p26-Model Equations) 

• The Home Price Decline Protection (HPDP) incentive will be effective beginning 
9/1/2009. Supplemental Directive 09-04, issued on 7/31/2009, contains the detailed 
policy guidelines for the HPDP program. 

Prepayment Model (pi 6-1 7, p29-Model Equations) 

• The coefficients for the prepayment model have been adjusted. 

• The refinance incentive value bounds have been adjusted. 

Model Versioning Requirements (p33) 

• Servicers are required to use the same major NPV version, related supplement data, and 
PMMS weekly rate as used for the initial NPV run to determine subsequent NPV results. 

Test Consistency Requirements (p34) 

• Servicers are required to use borrower and loan information that was initially reported 
correctly to determine subsequent NPV results. 

Term Extension (p37) 

• Loans with current remaining terms greater than 480 months should skip the term 
extension step. Amortization term after modification should equal the remaining term. 
Re-amortize and extend the loan to a maximum 40-year term in monthly increments to 
reach as close to the target 3 1 % DTI without going under. 

De-seasonalized Home Price Index (pl8) 

• Beginning Q32009, the home price index has been adjusted to remove the seasonal 
affects of home prices and reduce the index’s impact on the Home Price Decline 
Protection Payment. 


Clarification to the Model Documentation from Version 2.0 to Version 3.0 

• Escrow Shortage (pl3): Include any future monthly escrow shortage payments to the 
“Association Dues/Fees Before Modification” field. 

• ARM/IO Reset or Recast (pl6): For ARM/IO recast that will happen within the next four 
months, front-end DTI is calculated using PITIA based on the greater of the “Principal 
and interest Payment before Modification” input field and the fully amortizing payment 
using the note reset rate using the index value as of the date of the evaluation. 

Timing of the Investor Incentive (H) and Government Subsidy (GS) incentive in the equations 
for the Mod Cure and Mod Default cash flows (p26 -27): The II payment for the trial period 
will be made in period 3 and the three GS payments for the trial period will remain in period 4. 
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III. Considerations for Cash Flows in the Base NPV Model 

This section briefly summarizes the cash flows considered in the base NPV model calculation. In 
addition to the cash flows from the principal and interest of the loan, government incentives are 
provided to the investors under the HAMP program. The timing and amount of these incentives 
are specified below. 

The reduction in monthly payment provided by the modification affects (1) the borrower’s intent 
and capacity to repay the loan, and (2) the timing and nature of subsequent loss mitigation or 
resolution activities. The modification reduces the cash flows (principal and interest) to the 
investor through interest-rate reduction, term extension, principal forbearance, and/or principal 
forgiveness. However, the modification also reduces the borrower’s monthly debt burden, which 
is expected to improve loan performance by reducing the probability of default. 

Each loan has a probability of default and cure in both the no-modification and modification 
scenarios. (For purposes of the NPV test, default is defined as an event that ends in foreclosure 
and property disposition, and therefore has no possibility of cure; the NPV model assumes some 
rate of cure for loans in any stage of delinquency.) The default model of the base NPV model 
predicts four probabilities of default and cure: 

1. Probability of cure for a loan that is not modified 

2. Probability of default for a loan that is not modified 

3. Probability of cure for a modified loan 

4. Probability of default for a modified loan 
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The present value of each scenario is calculated and weighted by the scenario’s probability. The 
probability-weighted present values of the two “no mod” scenarios are added to calculate the 
total expected present value of the “no mod” decision. The probability-weighted present values 
of the two “mod” scenarios are added to calculate the total expected present value of the “mod” 
decision. The expected present value of the “no mod” decision is compared against the expected 
present value of the “mod” decision to determine whether the proposed modification is NPV 
positive or negative. If the expected value of the “mod” decision is greater than the expected 
value of the “no mod” decision, the servicer is required to proceed with loan modification. 

The servicer must provide the input data required by the base NPV model - essentially, current 
financial information for the borrower, the existing loan terms, and the terms of the proposed 
modification. 

Incentive Payments Included in the Base NPV Model Calculation 
Payment Reduction Cost Share for Investor 

For every month the borrower is in the HAMP (including a successfully completed trial period), 
the U.S. Treasury, acting through Fannie Mae as its fiscal agent, reimburses the investor 50% of 
the cost of lowering monthly payments from a level consistent with a 38% debt to income ratio 
(DTI)' ratio to that consistent with the target DTI of 31%, for up to five years. If the borrower’s 
DTI before the modification is below 38%, the subsidy is equal to 50% of the smaller payment 
reduction needed to achieve a 3 1% DTI. If the DTI after the modification is higher than 31%, 
the loan is not eligible for HAMP and receives no subsidy. While the servicer may reduce the 
payment to achieve a DTI ratio below 31%, the subsidy payments will only be calculated based 
on the reduction between 38% DTI and 31% DTI. 

Payment Reduction Cost Share Incentive = 50% [MIN(38% or current DTI) - 31% DTI] 

SI, 500 Non-delinquency Modification Incentive for Investor 

If the borrower is current at the beginning of the trial period and current at the end of the trial 
period, the investor will be paid $ 1 ,500 by the HAMP Program. 

Borrower Pay-for-Performance Success Payments 

Borrowers who make timely monthly payments are eligible to accrue up to $1,000 of reduction 
in principal each year for five years, or a maximum total of $5,000 over five years, in the HAMP. 
The borrower’s mortgage payment must be made on time in order to accrue the monthly Pay-for- 
Performance Success Payment. Annual principal balance reductions will start 12 months after 
entering the trial period, provided the borrower remains eligible for the program. The payment 
will be applied by the servicer to reduce the principal balance by up to $1 ,000 a year for five 
years, provided the borrower remains eligible. The payment will be calculated as the lesser of (i) 
$1 ,000 ($83.33/month), or (ii) one-half of the reduction in the borrower’s annualized monthly 
payment to the 3 1 % DTI payment. 


^ For the purposes of the base NPV model calculation, DTI refers to the front-end ratio. Front-end DTI is the ratio of 
principal, interest, taxes, insurance (including homeowners’ insurance and hazard and flood insurance), and 
homeowners’ association and/or condominium fees (PITIA) to gross monthly income. Mortgage insurance is 
excluded from the PITIA calculation. 
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For borrowers who do not default, the base NPV mode! assumes the full amount of the success 
payments is accrued annually. This amount is applied to reduce the principal for that program 
year. 

Home Price Decline Protection Incentive (HPDP) 

HPDP is an investor incentive to offset some of the investors’ risk of loss exposure due to near- 
term negative momentum in the local market home prices. The HPDP incentive is effective 
beginning 9/1/2009, and loans tested for modification eligibility on or after that date may qualify 
for HPDP payments. 

The HPDP payment data is used as an input to the NPV calculation. A HPDP payment table is 
calculated every quarter to show the full HPDP payment for each MSA and unpaid principal 
balance (UPB) quintile. The quarter for which the payment is used in the NPV calculation is set 
on the “NPV Date” - the date the loan was run through the NPV model to determine trial 
modification eligibility. The “NPV Date” is an input to the NPV submission spreadsheet on the 
portal. 

The HPDP incentive payments are calculated based upon the following three characteristics of 
the mortgage loan receiving a HAMP modification: 

(i) An estimate of the cumulative projected home price decline over the next year, as 
measured by changes in the home price index over the previous two quarters in 
the applicable local market (MSA or non-MSA region) in which the related 
mortgaged property is located; 

(ii) The UPB of the mortgage loan prior to modification under HAMP; and 

(iii) The mark-to-market loan-to-value ratio (MTM-LTV) of the mortgage loan ba.sed 
on the UPB of the mortgage loan prior to modification under HAMP. 

The first characteristic, the cumulative projected home price decline over the next year, 
expressed in percentage points (projected home price decline), is related to recent momentum in 
local market home prices. The projection is calculated from the percentage changes in the local 
home price index in the most recent previous two quarters for which data is available.. 

The second characteristic, the UPB of the mortgage loan prior to modification under HAMP, 
involves assignment of the loan to one of five UPB quintiles. The quintile assignments determine 
the dollar payment per percentage point of projected price decline. Quintile assignments will not 
change over the course of the program. 



1 PB Prim- ! II 
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I 5 "T greater than $259,000 j ^600 

The third characteristic, the MTM-LTV of the mortgage loan prior to modification under HAMP 
is used to determine the weighting factor that is applied to the HPDP payment. The weighting 
factor is multiplied by the HPDP payment assigned to the MSA/quintile for which the loan is 
attributed to. 
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An investor will accrue l/24th of the total HPDP incentive payment for every month in which 
the borrower remains in good standing under HAMP. The accrual starts at the beginning of the 
trial period. If the trial period is not completed successfully, no HPDP incentives will be paid to 
an investor. Payments of accrued HPDP incentives will be made on an annual basis on each of 
the first anniversary and the second anniversary of the trial period start date. 


De Minimis Requirement 

To qualify for the $1,500 Non-delinquency Modification Incentive payment to investors, the 
$1,000 borrower Pay-for-Performance Success Payments, and the Home Price Decline 
Protection Incentive, the modification must meet a “de minimis” test. Based on the proposed new 
mortgage payment - including principal, interest, taxes, insurance, and any homeowner 
association or condo fees (PITIA) - the modification must result in a payment that is at least 6% 
lower than the current PITIA payment. (There is no de minimis test to be eligible for the 
Payment Reduction Cost Share.) 


T reatment of Mortgage Insurance 

For loans that have mortgage insurance (Ml) coverage, the value of a mortgage insurance claim 
is included in the base NPV model calculation, based on the value of the claim in the event of a 
default of the loan - both with a modification and without a modification. 

In the event of a negative NPV result, the case may be referred to the appropriate Ml company. 
The MI company will review the case and propose a partial claim payment as well as document 
any proposed refinements to borrower and loan information based on MI company review. All 
new borrower and loan information must be consistent with HAMP guidance and based on more 
thorough examination of the case than the initial servicer underwriting analysis. Base NPV 
model assumptions such as discount rate risk premium and defaulVre-default equations will not 
be adjusted. 

The base NPV model can then be re-run with any updated borrower and loan information, and 
with the incorporation of any proposed partial claim payment. 
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IV. Base NPV Model Components 
Overall Process 

The servicer makes contact with the borrower and determines whether he/she qualifies for the 
HAMP. The servicer obtains borrower information such as current gross income and mortgage- 
related and non-mortgage-related debt. If the borrower meets basic eligibility criteria, the 
servicer runs the loan through the HAMP waterfall and determines the modification terms. The 
NPV test is performed to determine whether the modification has a positive NPV for the investor. 

Base NPV Model Inputs 

The base NPV model determines the present value of a loan’s cash flows under two scenarios: 1) 
no modification, 2) modification under HAMP. The model uses the following inputs in its 
equations: 

a) “User Inputs” - Such as borrower and loan information - data typically already in the 
servicer’s system (columns A-AG, AQ, AR from the table below). 

b) “Servicer Defined Inputs” - Servicer input of the risk premium, modification fees, and 
mortgage insurance partial payment amount (columns AH-AJ from table below). 

c) The terms of the proposed modification (columns AK-AP from the table below). 


Base NPV Model Inputs 


Column 

Label 

Data Dictionary 

Field Type 

Field Validation 

A 

Investor Code 

A code identifying the investor in 
the loan. 

Enumerated 

List 

1 - Fannie Mae 

2 - Freddie Mac 

3 - Priyate 

4 - Portfolio 

5 - GNMA 

B 

Servicer Loan 

Number 

A unique identifier assigned by 
the servicer which is associated 
with a loan secured by a 
property. 

Character 

Maximum Length 

30 

C 

GSE Loan Number 

Fannie Mae or Freddie Mac 

Loan Number. 

Character 

Conditionally 
required - GSE 
loans only. 

Maximum Length 

30 

D 

HAMP Servicer 

Number 

A unique identifier assigned to 
each servicer that is participating 
in the HAMP. 

Character 

Maximum Length 9 

E 

Data Collection Date 

The date on which the UPB and 
associated remaining term data 
was collected. 

Date 

Valid date is not in 
the future of the 

NPV Date and 
within the last 90 
days from the NPV 
Date. 

F 

Property - Number of 
Units 

The total number of dwelling 
units included in the property. 

Number 

Allowable values: 

1,2, 3, 4 

G 

First Payment Date at 
Origination 

The estimated date the first 
payment was made on the loan 

Date 

Valid date between 
12/31/1960 and 
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after origination. 


03/01/2009 

(exclusive) 

H 

Unpaid Principal 
Balance at 

Origination 

The face value on the note at 
origination (i.e., the amount 
borrowed by the mortgagor). 
Report 2 decimal places. 

Number{2) 

Greater than 0 

1 

Amortization Term at 
Origination 

The number of months between 
the scheduled first payment due 
date and the maturity date of the 
mortgage, expressed in months. 

Integer 

Greater than 0 

J 

Interest Rate at 
Origination 

The interest rate of the loan at 
origination. Report 5 decimal 
places. 

Percent(5) 

Greater than or 
egual to 0 and less 
than or equal to 
25.00000% 

K 

LTV at Origination (1" 
Lien only) 

The ratio between the original 
loan amount and the lesser of 
the sates price or the appraised 
value, for first mortgages. 

Percent(5) 

Greater than or 
equal to 0 and less 
than or equal to 
150.00000%. 

L 

Product before 
Modification 

The general classification of the 
loan. 

Enumerated 

List 

Must be a valid 
product type code 
from the list. 

1- ARM, 2 -Fixed 
Rate, 3 - Step 

Rate, 4 - One Step 
Variable, 5 - Two 
Step Variable, 6 - 
Three Step 

Variable, 

7 ■ Four Step 
Variable, 8 - Five 
Step Variable,9 - 
Six Step Variable, 

10 -Seven Step 
Variable, 11 - Eight 
Step Variable, 12 - 
Nine Step 
Variable,13-Ten 
Step Variable, 14 - 
Eleven Step 

Variable, 15- 
Twelve Step 

Variable, 16 - 
Thirteen Step 
Variable, 17 - 
Fourteen Step 
Variable 

Numeric(4,0) 

M 

Next ARM Reset Rate 

The expected interest rate on an 
ARM loan at the next ARM reset 
date given the reset date is 

Percent{5) 

Conditionally 
required - ARM/10 
product types only. 


Making Home Affordable Base NPV Model Ekicumentation v3.0 - Updated 12/8/2009 


10 of 40 




306 




within the next 4 months. Use 
the latest available reset rate at 
the time of submission, if the 
reset date is outside of 4 
months, the use current note 
rate before modification. 


Greater than or 
equal to 0 and less 
than or equal to 
25.00000% 

N 

ARM Reset Date 

The date on which the next ARM 
reset is due to occur. 

Date 

Conditionally 
required - ARM/10 
product types only. 





Valid date greater 
than 01/01/1900 

0 

Remaining Term {# of 
Payment Months 
Remaining) 

Scheduled remaining term of the 
loan in months. Equivalent to the 
amortization term minus the time 
since the first payment after 
origination to the date that the 
payment information (i.e., UPB) 
was obtained; regardless of 
months delinquent. 

Integer 

Greater than 0 



Example: First payment date for 
a 360-month term loan was 
5/1/08. The current payment 
information (i.e., UPB) was 
reported as of 4/30/09. 

Remaining terms for this loan is 
(360-12 = 348). 



P 

Unpaid Principal 
Balance Before 
Modification 

The unpaid balance as of the 
last paid installment date. Does 
not include arrearage. Report 2 
decimals. 

Number(2) 

Greater than 0 

Q 

Interest Rate Before 
Modification 

The interest rate on the loan 
before the modification. Report 5 
decimals. 

Percent(5) 

Greater than or 
equal to 0 and less 
than or equal to 
25.00000% 

R 

Principal and Interest 
Payment Before 
Modification 

The sum of the principal and 
interest payments before 
modification. If the loan is an 10 
loan in the interest only period, 
enter only the interest amount. If 
the loan is a neg-am, enter the 
payment amount received 
(without escrow) at the most 
recent payment date. Report 2 
decimals. 

Number(2) 

Greater than 0 

S 

Current Borrower 
Credit Score^ 

The current credit score of the 
borrower. 

Integer 

Greater than or 
equal to 250 and 


Credit score variable is based on FICO® scores. Users of other credit scoring systems must transform the mean 
and the standard derivation of that credit score to put It on a comparable scale to FiCO. 
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less than or equal 
to 900. 

T 

Current Co-borrower 
Credit Score 

The credit score of the co- 
borrower. If not applicable, leave 
blank. 

Integer 

Conditionally 
required - Loans 
with co-borrowers. 

Greater than or 
equal to 250 and 
less than or equal 
to 900 

U 

Property - Zip Code 

The five digit zip code of the 
property. 

Integer 

5 digits 

V 

Property - State 

The two letter state code of the 
property. 

Enumerated 

List^ 

Must be a valid 
state code from the 
list: AK, AL. AR, 

AZ, CA, CO, CT, 

DC, DE, FL, GA, 

GU, HI, lA. ID, IL, 

IN, KS, KY, LA, 

MA, MD, ME, Mi, 

MN, MO, MS, MT, 
NO, ND, NE, NH, 

NJ, NM, NV, NY, 

OH, OK, OR, PA, 

PR, Rl, SC, SD, 

TN, TX, UT, VA, V!, 
VT, WA, Wl, WV, 

WY 

w 

Association 

Dues/Fees Before 
Modification 

Monthly HOA or condo fees; 
also include any future monthly 
escrow shortage. 

Number(2) 

Greater than or 
equal to 0 

X 

Monthly Hazard and 
Flood Insurance 

Monthly hazard and flood 
insurance coverage amount. 

Number(2) 

Greater than or 
equal to 0 

Y 

Monthly Real Estate 
Taxes 

Monthly real estate taxes. 

Number(2) 

Greater than or 
equal to 0 

Z 

Ml Coverage Percent 

Current non-investor primary 
mortgage insurance coverage 
percentage. Report 5 decimals. 

Percent(5) 

Greater than or 
equal to 0 and less 
than or equal to 
100,00000% 

AA 

Property Valuation 
As-is Value 

Property value collected through 
an AVM, BPO, or appraisal.. 
Report 2 decimals. 

Number(2) 

Greater than 0 

AB 

Mark-to-Market LTV 

Current UPB divided by current 
property value. Truncate the 
value to 5 decimal places. Do 

Percent(5) 

Greater than or 
equal to 0 and less 
than or equal to 


^ Note that DC is in the code, but is not a state; PR is in the code and is a commonwealth; Northern Mariana Islands 
is a commonwealth but not in the code; American Samoa is a territory and is not in the code; Guam is a territory and 
is in the code. 
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not round. 

For example, for MTM-LTV 
=66.666612%, truncate the 
value to 5 decimal places and 
report 66.66661%. If you are 
pasting the value, it should be 
0.6666661. 

Another example, for MTM-LTV 
=79.999998%, truncate the 
value to 5 decimal places and 
report 79.99999%, If you are 
pasting the value, it should be 
0.7999999. 


999.99999% 

AC 

Months Past Due 

Number of months between the 
reporting date and the last paid 
instailment date if the first paid 
installment date is the first day of 
the month. If the first paid 
installment date is not the first 
day of the month, then Months 
Past Due is the number of 
months between the reporting 
date and the last paid 
installment date, minus one 
month. 

Integer 

Greater than or 
equal to 0 

AD 

Advances/Escrow 

Required escrow advances 
already paid by the servicer and 
any required escrow advances 
from the servicer that are 
currently due and will be paid by 
the servicer during the Trial 
Period. Report 2 decimals. 

Number(2) 

Greater than or 
equal to 0 

AE 

Borrower’s Total 
Monthly Obligations 

Total monthly expenses as 
reported by the borrower. Report 

2 decimals. 

Number(2) 

Greater than or 
equal to 0 

AF 

Monthly Gross 

Income 

Total monthly gross income as 
reported by the borrower. Report 

2 decimals. 

Number(2) 

Greater than or 
equal to 0 

AG 

Imminent Default Flag 

If a current or 30-day delinquent 
borrower is considered in 
imminent default, then this flag 
receives the value “Y." 

Othenivise, it receives the value 
"N,' 

Character 

(Boolean) 

Y/N 

AH 

Discount Rate Risk 
Premium 

The rate at which the discount 
rate is greater than the Freddie 
Mac Primary Mortgage Market 
Survey (PMMS) weekly rate for 
the 30-year conforming loan. 

The default value is 0. However, 

Percent(5) 

Greater than or 
equal to 0 and less 
than or equal to 
2.50000% 
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a servicer can override the 
default rate and add up to 250 
bps. No premium for Fannie and 
Freddie loans. Report 5 
decimals. 



Al 

Modification Fees 

Fees that will be reimbursed by 
the investors, including notary 
fees, property valuation, and 
other required fees. Report 2 
decimals. 

Number(2) 

Conditionally 
Required - if fees 
exist for 
reimbursement. 
Greater than or 
equal to 0 

AJ 

Ml Partial Claim 
Amount 

Amount paid by the Ml at the 
time of the modification. Report 

2 decimals. 

Number{2) 

Greater than or 
equal to 0 

AK 

Unpaid Principal 
Balance After 
Modification (Net of 
Forbearance & 
Principai Reduction) 

UPB prior to the modification 
plus interest arrearage, taxes, 
insurance, HOA amounts, and 
other costs capitalized at the 
time of the modification. Report 

2 decimals. 

Number(2) 

Greater than 0 

AL 

Interest Rate After 
Modification 

The interest rate on the loan in 
the month after modification. 
Report 5 decimals. 

Percent(5) 

Greater than or 
equal to 0 and less 
than or equal to 
25.00000%. 

AM 

Amortization Term 
After Modification 

The amortization period of the 
loan after modification. Reported 
in months. This period includes 
the term extension as defined in 
the HAMP modification waterfall. 

integer 

Greater than 0 

AN 

Principai and Interest 
Payment after 
Modification 

The sum of the principal and 
interest payments in the month 
after the modifrcation. Report 2 
decimals. 

Number(2) 

Greater than 0 

AO 

Principal 

Forbearance Amount 

The amount of principal 
forbearance applied at the 
modification. Report 2 decimals. 

Number{2) 

Greater than or 
equal to 0 

AP 

Principal Forgiveness 
Amount 

The amount of principal 
forgiveness applied at the 
modification. Report 2 decimals. 

Number(2) 

Greater than or 
equal to 0 

AQ 

Property Valuation 
Type 

A code that denotes the type of 
estimate of the value of the real 
estate property. 

Enumerated 

List 

1 -AVM 

2 - Exterior BPO / 
Appraisal (as is 
value) 

3 - Interior BPO / 
Appraisal (as is 
value) 

AR 

NPV Date 

Date of the NPV run used to 
determine trial modification 
eligibility. This should be the 
same NPV Date reported for the 

Date 

Valid date must be 
greater than or 
equal to 4/15/09 
but not after current 
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trial modification setup. 

Use today’s date if running the 
loan for the first time. 


date 


The Servicer Defined Inputs (columns AH-AJ from table above) are prescribed as follows: 

■ Discount Rate Risk Premium ~ Default value is the weekly Freddie Mac Primary 
Mortgage Market Survey (PMMS) weekly rate for 30-year fixed-rate conforming loans. 
Servicer can override the default discount rate by adding a risk premium of no more than 
250 basis points to the PMMS weekly rate. With respect to loans that are not owned or 
guaranteed by Fannie Mae or Freddie Mac, the servicer may apply a maximum of two 
discount rates, one for loans in its own portfolio and another for loans serviced for 
investors. With respect to loans owned or guaranteed by Fannie Mae or Freddie Mac, the 
servicer must follow Fannie Mae and Freddie Mac guidance. 

■ Modification Fees - Fees that will be reimbursed by the investors, including notary, 
property valuation, and other required fees. 

■ MI Partial Claim Amount - This is the amount the Ml agrees to pay subsequent to a 
negative NPV and Ml insurer review, if this choice is made. 


Base NPV Model Assumptions 

• Current Market Rate - Freddie Mac’s PMMS weekly rate for 30-year fixed-rate 
conforming loans. 

• Probability of Default/Rc-default Rate - See the Base Model Equations section, below. 

The re-default rates on modified loans will vary with a number of parameters particular to the 
loan. In general, however, the re-default rate is assumed to vary based on four key indicators: 

- Credit quality of the borrowerfs); 

- MTM-LTV of the home at the time of modification; 

- Timing of the modification (earlier or later in the delinquency cycle); and 

- Front-end DTI ratio before and after modification. 

The default/re-default rate model will be updated over time as more information becomes 
available. 

■ Time to Re-default - The base NPV model assumes that those loans that do fail after 
modification will become delinquent six months after the initiation of the trial period and 
subsequently default. 

• Imminent Default Loans - Current loans and loans that are delinquent 59 days or less that 
are flagged as “imminent default" are treated as if they have the default and re-default 
probabilities of loans that are 60 days or more delinquent. 

• Prepayment Rate - See the Base Model Equations section for detailed information on the 
prepayment model. The prepayment rate for loans with modification or without modification 
is calculated based on a variety of parameters. The key variables are: 

- MTM-LTV for each period the prepayment rate is estimated 

- Home price growth in the previous 12 months for each period the prepayment rate is 
estimated 

- Current credit score 

- Original loan amount 

- Refinance incentive 
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■ ARMAO Reset or Recast (Used to calculate DTI for eligibility and incentives) - ARMs 
and 10 loans with a payment scheduled to reset or recast in the next four months will be 
based on the reset payment. This base NPV model simplifies the interest rate assumption per 
the following terms: 

- If the ARM/10 loan will not reset or recast in next four months, amortize the loan using 
the current interest rate, current UPB, and the remaining tenn plus the months past due. 

In this instance, the “Principal and Interest Payment before Modification” input field plus 
taxes, insurance, and association fees (PITIA) is used to calculate the front-end DTI. 

- If the ARM/10 loan will reset or recast In next four months, amortize the loan using the 
reset interest rate, current UPB, and the remaining term plus the months past due. Front- 
end DTI is calculated using PITIA based on the greater of the “Principal and Interest 
Payment before Modification” input field and the fully amortizing payment using the 
note reset rate using the index value as of the date of the evaluation. 

• Par Value Approach (Used for No Mod Cure Cash Flow) - Due to the difficulty of 
predicting future interest rate paths for adjustable rate mortgages, we are making a 
simplifying assumption to calculate the cash flows by using a par value approach. This will 
only apply to the no mod cure cash flow for all loans except fixed rate mortgages. This 
includes interest-only loans (adjustable-rate and fixed-rate), and option-ARM loans. We set 
the present value of the cash flow equal to P&l arrearage plus UPB. 

• REO Discount for AVM - REO Discount represents the difference between the sale price of 
a foreclosed property and the sale price of comparable properties that are not foreclosures. 

The measure is expressed as a percentage of the non-foreclosure sales price. An Automated 
Valuation Model (AVM) was used to determine the estimated non-foreclosure sale price 
based upon combined data on Fannie Mae and Freddie Mac sale prices of foreclosed single- 
family properties. This discount reflects the deterioration in value that often occurs as a home 
goes through the foreclosure sale process. This discount varies by property location and value. 
The state-level median discounts are provided separately for properties that are above and 
below $100,000 in value. 

■ REO Discount for BPO and Appraisal - Servicers can submit exterior or interior broker 
price opinion (BPO) or appraisal in lieu of AVM valuation. Because an exterior valuation is 
presumably more accurate than an AVM valuation, and an interior valuation is presumably 
more accurate than an exterior valuation, we adjust the REO discount numbers for each 
valuation type. The REO discount for an exterior valuation will be 75% of the AVM discount. 
The REO discount for an interior valuation will be 25% of the AVM discount. For example, 
if the AVM REO discount is 12%, the exterior valuation discount would be 9% (=.75*12%); 
the interior valuation discount would be 3% (=.25*12%). 

• Home Price Projection - A 1 10 local markets (MSA or non-MSA regions) home price 
projection is used for all home-price related calculations. The projection is based on an 
autoregressive model using the previous two quarters’ data. We used data from all Fannie 
Mae and Freddie Mac mortgage transactions, and data from outside vendors including deed 
transactions associated with many jumbo loans, loans in private-label securities, government 
loans, and loans held by lenders in portfolio. The projections are updated quarterly with new 
data, and the models supporting the projections may be updated to improve their accuracy. 
Unlike the FHFA House Price Index, this home price projection includes non-GSE 
transactions. Projections are based on both long- and short-term trends. The assumption is 
that prices tend to return to their long-term trends and that short-term trends continue, but at a 
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diminishing rate. The forecasting model considers projected income, population growth, 
and short-term macroeconomic drivers like housing starts. Beginning Q32009, the home 
price index (history and projection) has been adjusted to remove the seasonal affects of home 
prices and reduce the index’s impact on the Home Price Decline Protection Payment. 

• Foreclosure, REO, and Disposition Timing and Costs 

- Foreclosure timeline data is calculated on all defaults (including pre-foreclosure sales, 
third-party sales, REO, and all other cases) that had their liquidation date in the preceding 
four quarters. Foreclosure timeline extends from the date of last paid installment date 
(LPl) to loan liquidation date. 

- REO timeline data is calculated on all GSE REO disposed as direct sales in the preceding 
four quarters. Borrower redemptions, lender repurchases, etc., are not included in the 
REO timeline calculation, but auctions and bulk sales do count as direct sales. The REO 
timeline begins at the REO acquisition date and ends at the REO disposition date, and 
includes any redemption periods or other periods that may delay sale of the property. 

- Foreclosure & REO costs are calculated based on GSE REO cases in the preceding four 
quarters on a weighted-average basis for each state. Settlement costs are calculated based 
on GSE REO direct-sale cases only in the preceding four quarters on a weighted-average 
basis for each state. Costs are calculated excluding all taxes, large repairs (greater than 
$3,000) that would significantly change a property’s value, homeowners’ insurance 
premiums, homeowners’ association fees, and condominium fees. (These expenses are 
dealt with separately in the base NPV model framework). 

1. Foreclosure & REO costs are the sum of: 

a) Attorney and Trustee Fees 

b) Possessory and Eviction Fees and Expenses 

c) Bankruptcy Expenses 

d) Servicer Liquidation Expenses 

e) Ml Premium 

f) Flood Insurance Premium 

g) Title Insurance 

h) Appraisal Fees 

i) Property Inspection 

j) Utilities 

k) Property Maintenance/Preservation 

l) Other Foreclosure and Holding Costs 

m) Total Repairs (capped at $3,000 to exclude discretionary repairs) 

n) Participation Expenses 

o) Foreclosure Costs that are paid out at property sale (from HUD-1) 

Calculation: Weighted average of ((Sum of costs “a" through “o” above) / Loan 
UPB at Default), with the weight on the UPB at default. 

2. Settlement Charges are the sum of: 

a) Discount Points 

b) Loan Origination Fees 

c) Broker’s Bonus 
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d) Broker Commission Fees 

e) Buyer’s Closing Costs (paid by seller only — not total buyer’s closing 
costs) 

f) Title Fee Cost 

g) Seller’s Closing Costs 

h) Assessments 

i) FHA/VA Non-Allowable Costs 

j) Other Costs 

k) Wire Fees 

l) Subtract miscellaneous revenues received at property sale: 

i. Per diem amount 

ii. Other rent/interest amount 

iii. Prepaid interest amount 

Calculation: Weighted average of ((Sum of costs “a” through “I” above) / Gross 
Sale Price), with the weight on the Gross Sale Price. 

Note: The “foreclosure costs” on the FlUD-1 document are paid out at property sale. 

That value is included in the calculation of the Foreclosure & REO costs rather than 
Settlement Charges. Although they are paid at the property sale, they are conceptually 
part of the Foreclosure & REO costs category. 

Base NPV Model Outputs 

The base NPV model produces two types of output - Waterfall Check (see Section VI) and NPV 
Results. The Waterfall Check is an indicator to the servicer as to whether the modification terms 
fall within the guidelines of the HAMP. The proposed terms of the modification are not provided 
in the output. The NPV Results display the total expected cash flows of the modification scenario 
and the no-modification scenario. 

1. Waterfall Check 

• Waterfall Test (Y/N) - The Waterfall Check compares the modified loan terms and 
forbearance provided by the servicer with those calculated by an NPV model. The 
result of the Waterfall Check does not attest to whether the terms of the modification 
follow the HAMP waterfall guidelines, nor does it attest to whether the terms of the 
modification violate the standard waterfall guidelines. Because certain nuances may 
exist in the interpretation and implementation of the waterfall guidelines, this flag is 
simply informational. It is the responsibility of the servicer to make sure the terms of 
the modification follow the HAMP guidelines. 

For the test, the code checks that the waterfall outputs are within the following range; 

- Interest Rate After Modification must be within 12.5 basis points of the 
interest rate calculated by the base NPV model. Minimum rate is 2%. 

- Amortization Term After Modification must be within 12 months of the term 
calculated by the base NPV model. If the current remaining term is greater 
than 480 months, the Amortization Term After Modification must equal 
current remaining terms. 
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- Forbearance amount must be within $ 1 ,000 of the amount calculated by the 
base NPV model. 

• De Minimis (Y/N) - Whether the loan meets the “de minimis” test to qualify for 
annual servicer and borrower Pay-for-Performance Success Payments - at least 6% 
reduction in monthly PITIA payment. Also, whether the Pay-for-Performance 
Success Payments are no larger than half the reduction in the borrower’s annualized 
monthly payment to the borrower’s 31% DTI payment. 

■ Forbearance Flag (Y/N) - The forbearance flag signifies whether the loan exceeded 
the maximum allowable forbearance amount. Only NPV negative loans have a cap in 
forbearance amount. In cases where the forbearance flag is “Y,” the loan after 
modification is NPV negative and the amount forborne makes the interest-bearing 
UPB less than the market value of the property. Forbearance flag “N” means the loan 
did not exceed allowable forbearance amount. 

2. NPV Results 

■ HAMP Servicer Loan Number 

• Servicer Loan Number - Unique loan number 

■ NPV Value No Mod - NPV value of not modifying the loan 

■ NPV Value Mod - NPV value of modifying the loan 

• NPV Test- Result of the NPV test (Positive/Negative) 

■ NPV Run Successful? - “Y” or “N” flag indicates whether the loan was able to run 
through the base NPV model. The data field is populated with a “Y” flag if the loan 
runs through the base NPV model successfully. If the loan does not run through the 
base NPV model successfully due to a data error or other issue, the field will be 
populated with an “N” flag, followed by a code(s) indicating the error. For example, 
N: 1; 5; d. The list of codes and descriptions is provided below. If the loan is not run 
through the base NPV model successfully, NPV values will not be available - please 
correct the data and resubmit. 

• Run Date - Date the NPV test was run 

• Code Version - The version of the base NPV model that was used in the assessment, 
where applicable 

■ Freddie PMMS Rate - The Freddie Mac weekly PMMS rate for 30-year conforming 
loans used in the NPV calculation. 


Codes returned in the “NPV Run Successful?” field when the run is not successful are: 


MA Run 'Successful? 

"N ’ En or Code 

j 

Invalid or missing Investor Code 

2 

Missing bervicer Loan Number ; i 

3 

Missing HAMP Servicer Number ; ; " 

4 

Missing Data Collection Date : ; / 


Missing First Payment Date at Origination ; 


Missing' Unpaid Principal Balance at Origination i 


M i.ssing Amortization Term at Ongination i 

MissingTnterest Rate at Origination - o ; ■ i 
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V r 1 , i'- i 


Xfissinp; LTV at Ott^nation 


invalid or missing Product before Modifications : 


Vlissing Remaining Term 1 


Missing t'npaid ftincipal Balance Before Modification i 


Mi.ssinB !iiterestRate Before Modification . . i 

(I** IMissing frincipal and Interest Payment Before Modilication i 

1.0 jMissing Current BorrowerCredit: Score i 

ilo INIissingPixjperw-ZipCode ^ i 

) ! ./ 

Missing PiTipeftv ■ State .vs i 


Missing Association Dues/Pees Before Modification or Ms'tiihlj H i,\;: J v'-, ! 
fioodinsuratsce or Monthly Real Estate Taxes i 

; ! ct 

Missing Property Valuation As-is Value V i 

n(i 

Missing Markdo-MarketLXV : ! 


Missmg Months Past Due:. ~ 

22 

Missing Monthly fjross Income , 

23 

Missing Unpaid Principal Balance After Modification 

?4 

Missing Interest Rate After Modification 

25 

Missing .Amortization Term After Modification 

26 : ■ ■ 


27 

invalid or missing Imminent Default Flag 

28, . , ' 

Invalid or missing Property Valuation Type 

29 

Data Collection Date is more than 90davs ago from the NPV Date oris in the: 
Future of the NPV Date 

30 

Unpaid Principal Balance Before Modification: is over the allowed maximom : 
for the specified Property -Number of Units 

31 

Invalid or missing Property - Number of Units 

32 

First: Payment Dale at Origination is outsidethe range of [Jan 1st 1960, Mar l.st 
2009) • ' 

33 

Unpaid Principal Balance at Origination outside the range of I0,$10, 000.0001 

34 

Amortization Term at Origination is 0 or less 

35 

Interest Rate at Origination outside the range of [0, 25%1 

36 ' 1 

LTV at Origination outside the range of fO. 1 50%1 

37 

Next ARM Reset rate outside the range of 1 0.25%1 

38 

.ARM Reset Date is before the First Payment Date at Originalton 

39 

[in or code *■39” no longer used 

40 

Unpaid -Principal Balance Before Modification is less than 0 

.. ... .... 

interest Rate Before Modification is outside the range ot f0.2.5%| 

tL2 

Principal and fnterest Payment Before Modification is tetis than 0 

•P 

Current Borrower Credit Score/ Current Co-borrovver Credit Score is oiitsid“ ' 
the range of 1250,9001 ! 

44 IProperty - State is notin list ofUS states and territories 1 

jAssociation Dues.'Fees Before Modification or VIonihK Hazard ana f 
jlnsurance or Monthly Rea! Estate Tax« IS less than 0 1 
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. 

55' ■ 

V 1 1 Cot erage Petetnt N outside t‘’e r<.nae of fO. 1 00*^ 

Vfitk-to-Market t TV is outside the range of t0.99P dco ig ^ 

Mopths Past Dae fc greater than age of the loan 

Discount Raw R'sk Premium ts greater than 2.5*'<i 

VKx'ification Fees is less tiian b 

i\!i Poiliil Claim Amount is lets than 0 or missing 

Unpaid Principal Balance .After Alodftlcation is less than d 
firtficst Rate After Modifica'ion is outside the range 

1' Rcnuintiig Term is greater than 4Sf) months. .Amott', .«iort le m A. .n 

M 'dillcation must be equal tc Remaining icrm 

if ftt,‘’-a!ningTcrm is4fK) months or less, Am(>nt/atji';i Ktin .VPei 
Mfiljs'catiop must be less thtai or equal to Remaining ft tm. 

\! 1 \'l-( 1\' provided in the input file is inconsistent with the IV 

ealciikk-d h\ dividing UPB before ratxlification b) propert) value, must report 
5 dficimsi places (truncate the value to 5 decimal places - de. ni't lound) 

% 

\KM Of 10 1 oan and missing ARM Reset Dsiie 

5/ ... , 

\RV! ot 10 1 oan and missini .ARiM Reset Rate 

58 

Invalid zip code 

59 

Missing NPA Date, or the .NPV Date is in the tutuie oi btlotc 4i 1 s W 

a' 

Ineligible for tl AMP mod - Current DT 1 already below 3 1 To 

b ' ■ ■ . ■ ■ 

Vlunthiy faxes & insmaitce > Monthly Gross Income 


Interest Rate After Modificaiion is the smallct of the floor mU and Interest 


Rate Before Modification 

d 

htm code “d^' no longer used-- ^ 

L' 

1 he new front-end D fl is grater than the current front-end DTI 

t 

Ineligible t r H AMI mtx! - Excessive Forbeantitt on NPV Negative 1 oati 


Ineligible for HAMPmod - DTI after modificatioti is Ltcutci than w equal to 

" , ' 132% 1 


Subsidy Ineligibility 

There are four scenarios in which the modified loan is ineligible for subsidy. 

1 . if the borrower is not current at the end of the trial period. 

2. If the new payment at 3 1 % DTI is not at least 6% lower than the current payment, the 
loan is not eligible for the $1,500 investor initiation incentive, the $1,000 per year 
servicer pay-for-success incentive, the $1,000 per year borrower Pay-for-Performance 
Success Payment, or the Home Price Decline Protection incentive. However, the investor 
is entitled to the Payment Reduction Cost Share. 

3. If the NPV for the modification is negative and the investor does not want to continue 
with the HAMP program, the loan is not eligible for program subsidy. 

4. If the NPV for the modification is negative, the forbearance amount has already reduced 
the interest-bearing UPB to the market value of the property, and the loan has not 
achieved 31% DTI, the loan is not eligible for program subsidy. 
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V. Base NPV Model Equations 


Below we describe the calculations for the no-modification (NPVnomod) and modification 
(NPV mod) scenarios respectively. 

When NPVmod > NPVnomod, the modification is said to be NPV positive. Below we describe 
the calcu lations for NPV nomod and NPV mod respectively. 

Each NPV is calculated as: 

NPV = (l - p\NPV {Loan Cures }+ p.NPV {Loan Defaults } 
where p is the lifetime default probability.'* 


Discounted Future Cash Flows - Four Cases 


1. No Mod: NPV{Loan Cures} 

in the case where the loan is fixed rate and there is no change in the principal and interest 
payment over the life of the loan, we calculate the present value using a cash flow model. 
However, for adjustable-rate loans, interest-only loans (adjustable-rate and fixed-rate), and 
option ARM loans the approach we take is a par value methodology. 

Cash Flow Model (Fixed-Rate Mortgage Only) 

For each month i, we assume that the full UPB is collected if the loan prepays. If the loan does 
not prepay, then the investor collects principal and interest. Note that loans that cure may have 
an arrearage that also must be accounted for. Here we make the simplifying assumption that the 
P&I arrearage is paid immediately and we approximate the arrearage as: 

P&l Arrearage = MDLQ{P+1) 

Hence, 

r , f ,.i , 

Pr{LoanCures) = y — ( [UPB,., -PJ[n(I-SMM n(l-SMMA] + [P + 1 ]n(l -SMM.) 

7^(1 +0) t i"' >■=1 ‘-I 

where: 

MDLQ - Months delinquent 
T - Remaining term ^ 

5 - Monthly discount rate 
UPB - Unpaid principal balance * 

P - Principal 
I - Interest 

SMMk - Single month mortality (SMM) in month k ’’ 


’ Default equations are defined at the end of this section. 

^ The remaining term includes the trial period. 

^ Note that the notation assumes that UPBo is equal to the UPB amount after delinquent loans have been cured. 
’ SMM equations are defined at the end of this section. 
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Par Value Methodology 

For ARM loans, 10 loans and Option ARM loans we set the present value equal to P&l arrearage 
plus UPB. Note that the UPB used is the amount after delinquent loans have been cured. * 


2. No Mod: NPV{Loan Defaults} 

The model utilizes a simplified approach to the timing of default. For the non-modification 
scenario, the model assumes that if the loan defaults, it makes no further payments and proceeds 
to default according to state-level foreclosure (FCL) timelines. 

Months to FCL = Max (1, Average State Level FCL timeframe - MDLQ) 

S = Months to REO Sales = Months to FCL + Average State Level REO timeframe ’ 

There are two components to this default cash flow: T&I (outflow) and REO sales proceeds 
(inflow). 

s 

PV [LoanDefaults) = ^ 
y ■> 

where : 

C - Taxes and Insurance and Homeowners’ Association fees 
NPDV - Net Property Disposition Value 

Net Property Disposition Value (NPDV) 

We assume that all disposition-related cash flows occur on the date of REO Sale. These include 
FCL costs, REO disposition costs, Ml proceeds, and Net REO Sales proceeds. The components 
of NPDV are estimated as follows: 

a. Foreclosurc/REO Costs - State-level average costs are used. Note that these are based on the 
current UPB before modification. 

b. Settlement Charges - State-level charges as a percentage of the gross REO sales proceeds, 
including broker fees. 

c. MI Proceeds " 

=Min ((MI CoveragePet »UPB*L15), Max(UPB*L15 - Net REO Sales Proceeds, 0)) 

d. Net REO Sales Proceeds - The sales price of the REO property is calculated by marking 
forward a current property value to the projected REO Sales date using the local market level 


-C NPDV 

i^^sy\\^sr 


^ It is equal to UPBq in the cash flow mode! above. 

’ For each of the two timeline components we divide the number of days provided in the Foreclosure and REO 
Disposition Timeline and Costs tables by 30 and set the number of months equal to the next highest integer for both. 
We then add the two (rounded up) monthly timeline components together to derive S. 

The servicer may choose to exclude Mi coverage with investor consent. The 15% gross-up of UPB approximates 
accrued interest and foreclosure/disposition costs. 

” For the loan modification case, the relevant UPB will be the post-modification UPB that includes arrears. 

The current property value is provided by the servicer and may be obtained through an approved Automated 
Valuation Model (AVM) such as Freddie Mac’s Home Value Estimator (HVE) or Fannie Mae’s Automated 
Property Service (APS), a broker price opinion (BPO), or appraisal. For BPOs and appraisals, the “as is value” 
should be used. 
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home price projection In addition, a state-level REO stigma discount is applied to reflect REO 
sales.'*' 

Thus: 

Net REO Sales Proceeds = MTMVal * (l-Abs(REO Discount)) * HPForecast *(1 -Settlement 

Charges) 


In summary; ’ 

NPDV = (Net REO Sales Proceeds) - 

Foreclosure/Disposition Costs + MI Proceeds 


3. Mod: NPV{Loan Cures} 

For each period i the full UPB is collected if the loan prepays. If the loan does not prepay, then 
the investor collects principal and interest, subsidy and incentives. 


PV{LomCures) = Y, — ^|[UPB,_, -7} + F][n(I-SMMj)- 0(1 -SMM^)] + [P, +[l, +GSj]n(l -SMM,,) 

.•_i (I + ol 


ir, 


+— ^n(i-SMMj+ ^^*‘^5? n(i-SMM,)+Y;j — l!^'n(i-SMMj 
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(1 + 5)' 


0 + 5)' 


M 'a-' 
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- Mfee + MIPartialClaim + 
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X^nd-SMM,) 

n(l-SMMJ 


Where: 

UPB; = UPB,., -/.(A/) and£.(A/) = 


i/i = 13, 25, 37, 49,6! 
otherw’ise 


M = Borrower incentive paid for five years at the end of each year if the loan is current. It is the 
lesser of $1,000 or half the reduction in the borrower’s annualized monthly payment to the 
borrower’s 3 1 % DTi payment. 


GSj - Government Subsidy 

GSj = 0.5*[M!n (PAYdtn 38 , PAY dti_start) ~ PAYdtnsi] for 4< i < 60 
Otherwise GSj “ 0 


When converting from S (in months) divide by three and round down to the nearest integer. 

Each component is described in detail in the next section. 

We cap the NPDV so that NPDV = Cuirent UPB t Ml Proceeds in cases where NPDV > (Current UPB + MI 
Proceeds). 


Making Home Affordable Base NPV Model Documentation v3.0 - Updated 12/8/2009 


24 of 40 




320 


Note that in the fourth month, a government subsidy payment is made for the trial period. 
This is contingent on the successful completion of the trial period. We denote this 
payment as i*GS, because it covers the three months of the trial period."’ 

II I - Non-Delinquency Modification Incentive for the Investor = $1,500 if modified loan was 
current at the beginning of, and throughout, the trial period and the payment is decreased by > 
6%. 


HPDP - Home Price Decline Protection Incentive 

Half of the HPDP is allocated for payment 12 months after the start of the trial 
modification. The other half is allocated for payment 24 months after the start of the trial 
modification. 

HPDP is calculated on the NPV Date at the start of the trial period using the formula: 

HPDP = Quintile Base*[1.6*HPD(q-l)+ l.0*HPD{q--2) - l]*MTMLTV Factor 

The Quintile Base is equal to $200, $300, $400, $500 and $600 for loans that fall in 
quintiles 1, 2, 3, 4 and 5 respectively. Quintile assignment is based on the unpaid 
principal balance (UPB) of the loan prior to modification. 

(q-1) refers to the most recent quarter for which data is available. The HPDP payment 
table is updated on the first day of each quarter on a two quarter lag. For example, if the 
NPV Date is 9/1/2009, then (q-1) refers to the home price index for 2009Q1 (since 
2009Q2 data is not yet available). On the other hand, if the NPV Date is 10/1/2009, then 
(q-1) refers to 2009Q2. 

HPD(q-l) = percentage decline rounded to the nearest full percentage point. For example, 
if the decline was 5.3%, then HPD(q-l) = 5. If there was a growth of 5.5%, then HPD(q- 

1) = -6. 

HPD(q-2) = percentage decline rounded to the nearest full percentage point. For example, 
if the decline was 4.9%, then HPD(q-2) = 5. If there was a growth of 5.5%, then HPD(q- 

2 ) = - 6 . 

Continuing with the first example, if the NPV Date is 9/1/2009, HPD(q-2) refers to 
2008Q4. 

The MTM-LTV Factor is a weighting factor based on the UPB of the loan prior to 
modification. It is equal to 0 if the MTM-LTV is less than 70%; it is equal to 1/3 if the 
MTM-LTV is at least 70% but less than 80%; it is equal to 2/3 if the MTM-LTV is at 
least 80% but less than 90%; and it is equal to I if the MTM-LTV is greater or equal to 
90%. 


Fannie Mae current loans require a four month trial period and the payment would be denoted a.s 
Details on the UPB quintile thresholds are provided in Exhibit 1 of the Supplemental Directive 09-[04]. 
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If HPDP < 0 then we set the incentive to 0. 

F - Forbearance amount that is ballooned without interest. 

Mfee - Modification fee to be reimbursed to the servieer by the investor (i.e., notary fee, 
property valuation, and other required fees). 

Note that MIPartialClaim is set to zero except when the model is used to evaluate an Ml 
company partial claim offer subsequent to a negative NPV result and MI insurer review. 


4. Mod: NPV {Loan Defaults} 

For the modified loan default scenario, we assume that the loan fails six month after the initiation 
of the trial period. This has the effect of resetting the foreclosure process at the end of the sixth 
month, thus delaying the eventual REO disposition. 

S = Months from LPI until REO Sale 
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Here the first term reflects the six months of cash flows resulting from the timely payments of 
P&I during the trial period. The second term defines the incentive payment made after the end 
of the trial period. The third term defines the cash flows from the default that is set into motion in 
month seven and concludes with REO Sale in month S+6. 


Base NPV Model for Determining Probability of Default 

The NPV model contains a simple and intuitive model for determining the probability of default 
- both without modification and with modification. The model was estimated using historical 
data and, given the lack of experience with modifications that substantially reduce monthly 
payments, supplemented by expert judgment. The variables determining default probability are 
the current mark-to-market LTV (MTM-LTV) of the first-lien mortgage, the borrower’s current 
credit score, the borrower’s front-end DTI before the modification, and the delinquency status of 
the loan. Loan modification lowers the DTI and affects the default prediction of the model 
through a payment relief term specified as the difference between the original DTI and the 
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program target DTI of 3 1 %. Predicted default rates increase with higher MTM-LTV levels, 
lower credit scores, and higher original DTI levels. Predicted re-default rates do not increase 
monotonicaily with original DTI. Higher DTI means the borrower is at greater risk of default, 
but it also means a larger reduction in monthly payments, which reduces the chance of re-default; 
the net effect depends on the sizes of the coefficients in the D30, D60, and D90 equations. 

The equations for the model are shown below. These equations are based upon logistic 
regressions with separate equations by loan status (current, D30, D60, D90+), Current loans and 
loans that are delinquent 59 days or less that are flagged as “imminent default” are treated as if 
they have the default and re-default probabilities of loans that are 60 days or more delinquent. 

To calculate the probabilities the anti-logit transformation must be applied. That is, for each Z 
listed below: 


Probability of Default = Exp(Z) / (1 + Exp(Z)) 


Current Loan Equation 

Z=-2.95 t- 0.0494*MTM_LTV - 0.00568*CRED1T SCORE + 0.01 *DTI_START - 0.275* 
LN(DTI_START-(DTI_M0DIF1ED-I))*REDEFJND 

30 Days DLQ Equation 

Z=-2.25 + 0.0425*MTM_LTV - 0.00495 *CREDIT SCORE + O.OI 5*DT1_START - 0.365* 
LN(DTI_START-(DTI__1V10DIFIED-1))*REDEFJND 

60 Days DLQ Equation 

Z=-1.98 + 0.0375*MTM_LTV - 0.00332*CREDIT SCORE t- 0.025*DTI_START - 0.555* 
LN(DTI_START-(DTl_MODIFIED- 1 ))*REDEF_IND 

90-1- Days DLQ Equation 

Z=-1.15 -(- 0.0255*MTM_LTV - 0.00195*CREDIT SCORE +0.045*DTI_START - 0.745* 
LN(DT1_START-(DT1_M0DIF1ED-I))*REDEFJND 

where: 

MTM_LTV - Mark-to-market LTV; value ranges from 0 to 300 (of the first lien but not junior 
liens). Multiply 100 by the input variable column AB in the NPV input spreadsheet. 

Credit Score - Current credit score or equivalent (minimum of borrower and co-borrower) 
DT1_START — Front-end ratio before the modification, must be 3 1 or above; value ranges from 
Oto 100 

DTI MODIFIED - Front-end ratio after the modification; value ranges from 0 to 100 
REDEF_IND - Binary indicator set to 1 for calculating the re-default probability and set to 0 for 
default probability 

The model coefficients were set to be consistent with observed default rates on a broad loan 
population using data selected from GSE seasoned loans along with ABS/MBS data from First 
American CoreLogic. Coefficients will be updated as performance data from the modification 
program becomes available. 
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Prepayment Model for Determining Single Month Mortality (SMM) 

A logistic regression model is used to estimate prepayment rate. The model has the following 
structure: 


SMMk = Exp(Pk)/(l +Exp(Pk)) 

Where SMMt is the monthly prepayment rate in month k and Pk is the predicted value from the 
regression. 

The model has the same structure but different coefficients for loans with different delinquency 
status (current, D30, D60, D90+). There are no separate models for loans in the mod and no mod 
scenarios. The impacts of loan modifications on prepayment rate are captured through the 
explanatory variables in the model. The explanatory variables used in the model are: Refinancing 
incentive, 12-month home price growth rate,'* mark-to-market LTV,’’ current credit score, and 
original loan amount. 

Before we examine the regression coefficients we define in detail the refinancing incentive 
variable (“INCT”). 


INCT = WAC - effective refinancing rate - adjustments 
WAC = Current note rate or the modified note rate. 

Effective Refinancing Rate - Freddie Mac’s PMMS weekly rate for 30-year fixed-rate 
conforming loans. For purposes of the model we use the current PMMS weekly rate for all 
periods. 

The “adjustments” refer to the modification incentives available to the borrower that affect the 
borrower’s incentive to prepay. The two financial incentives are the $1,000 in annual principal 
reduction upon performance (or half the reduction in the borrower’s annualized monthly 
payment, if lower) and the interest on the principal that is in forbearance. In rate terms, the first 
incentive is given by: 


'* The house price growth is at the MSA or non-MSA region level. As in the HPD there are 1 10 possible paths. Note 
that values are provided for the last four quarters and 3 years into the future. At the end of the third year, we use a 
“flat lined” value equal to an annua! growth rate of 4.5%. To convert the quarterly data into monthly data we 
assume that the index in the quarter corresponds to the index for the last month in the quarter. We further assume 
that the growth is the same for each month in the quarter. That Is, if the quarterly growth rate is x, then the monthly 
growth is equal to [(l+x)''’ - 1]. 

The mark-to-market LTV is calculated using the UPB from the previous period. The value is taken as the property 
value in the previous period multiplied by the house price growth from the last period to the current period. 
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I 1 
UPB(t) m 


Where t is number of months the loan has been in the modification, M is the Borrower Pay-for 
Success incentive paid for five years at the end of each year if the loan is current. It is the lesser 
of $1,000 or half the reduction in the borrower’s annualized monthly payment. This incentive 
adjustment is also contingent upon the modification meeting the de minimis test. k{t, J) = 1 if 
t<l2*j, and 0 otherwise, m is the effective “multiple” to translate points to rates. We use m=6. 


The second incentive measured rate term is analogously: 


adJi (0 = 


((l + lT/tC/12)''’~'’-l)*F 1 1 

(I + <?)"■-'> UPB(t) m 


Where T is the remaining term of the loan at the time of the loan modification, and F is the 
forbearance amount that is ballooned without interest. 


The following table shows the logistic prepayment model parameters. Note that all coefficients 
include five decimal places.^'' 
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Note that we bound the values of the independent variables as follows: 

• If “hpag” is less than -0.5 it is set equal to -0.5 and if it is greater than 0.5 it is set equal to 0.5 

• If “inct” is less than -5 it is set equal to -5 and if It is greater than 3 it is set equal to 3 

• If “mltv” is less than 40 it is set equal to 40 and if it is greater than 180 it is set equal to 180 

• If “credit score” is less than 400 it is set equal to 400 and if it is greater than 800 it is set equal to 800 

• If “amt” is less than 50 it is set equal to 50 and if it is greater than 500 it is set equal to 500 
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To clarify how to calculate the predicted value, Pk, we provide an example. Suppose in month k 
the HPI growth is -5% (i.e., hpag=-0.05), inct=I, mtlv=60. Credit Score=720 and the original 
amount was $100,000 (amt=l00). Fora current loan: 

Pk = -6. 534 1 8+ [4.20400*(-0.2) + 1 ,20280*0. 1 + 3.34370*0.05] + 

[0.71370*(-!.5) + 0.05490*0.5 + 0.91180*1 + 2.08100*0,5 + 1.19200*0.5] + 
[0.00400*50 + (-0.00300)* 10] + [0.00160*640 + 0.00160*60 + 0.00160*20] + 

[0.0 1 240*80 + 0.007 1 7*20] = -3. 1 249 1 7 

Thus, SMMic = Exp(Pk) / (1 + Exp(Pk)) = 4.2091% 
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VI. Requirements for Customization and Implementation of the Base NPV Model by 
Servieers 

Servicers with at least a $40 billion servicing book may choose to build and implement 
proprietary NPV models for use in the HAMP or to implement the base model on their own 
systems. Servicer-developed and implemented NPV models must adhere to the guidelines and 
framework outlined in this document. Servicers must use standard model inputs for the following 
variables: 

• Discount Rate - The current Freddie Mac PMMS weekly rate for 30-year fixed-rate 
conforming loans; the servicer may choose to add a risk premium of up to 250 bps. With 
respect to loans that are not owned or guaranteed by Fannie Mae or Freddie Mac, the 
servicer may apply a maximum of two discount rates, one for loans in its own portfolio 
and another for loans serviced for investors. With respect to loans owned or guaranteed 
by Fannie Mae or Freddie Mac, the servicer must follow Fannie Mae and Freddie Mac 
guidance. When performing loan-level NPV calculations, the discount rate must be 
applied consistently to all cash flows. This means the discount rate applied to the no- 
modification cash flow will be the same as that applied to the modification cash flow. 

• Prepayment Rate - See the Base Model Equations section. The prepayment rate for loans 
with modification or without modification is calculated based on a variety of parameters. 
The key variables arc: 

- Mark-to-market loan-to-value ratio (MTM-LTV) for each period the prepayment rate 
is estimated 

- Home price growth in the previous 12 months for each period the prepayment rate is 
estimated 

- Current credit score 

- Original loan amount 

- Refinance incentive 

• REO Discount - Servicer must use the REO discount table used by the base NPV model 

■ Home Price History and Projection - Servicers must use the 1 10 MSA/region level home 
price history and projection used by the base NPV model 

• Foreclosure & REO Disposition Time Lines - Servicers must use the state level 
Foreclosure & REO Disposition Timelines table used by the base NPV model 

• Foreclosure & REO Expenses and Settlement Charges - Servicers must use the state 
level Foreclosure & REO Expenses and Settlement Charges table used by the base NPV 
model 

■ Post-modification time to re-default - the base NPV model assumes re-default will occur 
six months after modification. This includes performance during the three-month trial 
period and in the subsequent three months. The loan then becomes 30 days delinquent at 
month seven and 90 days delinquent at month nine. 

• Model version control - Each major model version, as defined by vvww.HMPadmin.com . 
must be maintained so that borrowers are tested and retested on only one model version. 
All models must access market inputs from the date of the borrower’s first NPV test. 
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Foreclosure timelines and costs, REO Discount, and home-price projection are used to calculate 
the property value in the no-modification and modification default scenarios. These calculations 
are provided under Base Model Equations in Section IV above. 

The prepayment rate model applied in the base NPV model calculations is detailed In the Base 
Model Equations section. 

Servicer-Specific NPV Model Inputs 

Servicers with proprietary NPV models are allowed to use their own internal data-driven models 
of default to determine default rates in the no-modification and modification scenarios. For 
purposes of the NPV calculation, default is defined as an event that ends in foreclosure and 
property disposition, with no possibility of cure, because the test assumes some rate of cure for 
loans in any stage of delinquency. The default model a servicer uses to establish these rates 
should take into account the variables determining the probability of default included in the 
default model used in the NPV model - current MTM-LTV, current DTI, current credit score, 
delinquency status, as feasible, and any other relevant variables the servicer identifies. Servicer 
judgment regarding the effect of DTI is expected, given the limited data available and the 
likelihood that the new program will materially reduce the modification re-default rate. However, 
all assumptions must be tested as program data become available and revised as appropriate. 

The no-modification and modification default equations must be uniform across all loans. These 
equations may not distinguish between loans in portfolio and investor pools. In the modification 
default scenario, the model must assume the loan performs for six months, then becomes 
delinquent and defaults. 

Loans at risk of imminent default (those that meet the test of imminent default the servicer 
employs along with the verification requirements in the Home Affordable Modification Program 
Guidelines) are treated as having the same level of default risk as a loan 60 days or more past 
due. 


Model Versioning Requirements 

Servicers should test the borrower using the same major version of the NPV model that was used 
to test the loan for trial modification eligibility. Major version refers to the first significant digit 
in a version number. For example, vl .1, vl.2, and vl.3 are all treated as version 1. The 
HMPadmin portal will use the best release of each major version to satisfy the versioning 
requirement. For example, vl.52 will become version 1, v2.01 will become version 2. New 
applicants should be tested using the latest available version of the NPV model. In deciding 
which version of the NPV model to use for subsequent re-runs, the servicer should use the model 
version that corresponds to the NPV Date, 

Servicers also should use the same supplement data tables and discount rate that were used for 
the trial modification eligibility run. This includes the Freddie Mac PMMS weekly rate, REO 
Discount rate. Home Price Index, Home Price Decline Payment table, and Foreclosure/REO 
Timeline and Cost table. 
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Test Consistency Reouirements 

Servicers should keep as much borrower information constant between tests as possible. The 
only NPV inputs that should be updated when the borrower is retested are those that were 
incorrect on the date of the initial NPV evaluation and have since been corrected based on the 
borrower’s income documentation. Inputs that have changed in the interim but were correct on 
the date of the initial NPV evaluation should be held constant. 

In the version of the NPV model available at wv.vw.HMPadmin.com . servicers should not change 
the "Data Collection Date” or the associated UPB and remaining term information for 
retests. This information should be reported for the retest as it was in the initial NPV evaluation. 


Compliance Requirements 

Servicers electing either to implement the NPV model on their own systems or, where eligible, to 
create a customized version must first successfully pass an NPV output test to ensure that the 
servicer’s NPV model outputs are consistent with those of the Base NPV Model v3.0. 

Servicers who plan to begin using their own NPV Model v3.0 by September 1 , 2009 are required 
to conduct and pass the NPV output test before that date. Servicers planning to implement or 
customize the NPV model after September 1, 2009 must pass an output test before they begin 
using that model. 

The MHA Compliance Agent (Freddie Mac) will administer and evaluate the results of all 
servicer NPV output tests and provide the necessary clearance for servicers to begin using their 
own NPV models. The test will involve running a dataset of sample modifications against the 
servicer’s NPV model. To pass the test, the servicer NPV model results for the entire dataset of 
sample modifications must be consistent with the corresponding base NPV model results, within 
a defined threshold of acceptable variance. Additional instructions regarding the NPV output 
test will be provided to servicers upon request. 

Subsequent to the test, servicers electing to use a customized version of the NPV model will be 
asked to provide documentation on methodology and key assumptions, as well as evidence that 
the servicer has Instituted adequate controls and governance procedures with respect to the 
model. 

NPV compliance testing will be conducted on an ongoing basis for the life of the HAMP 
program, and will be triggered both by changes to the base NPV model and by servicer-driven 
changes, such as migration to new systems, subsequent decisions to use servicer-specific default 
rates (where permitted) or to change those rates, and other related factors. 

Servicers of Fannie Mae and Freddie Mac loans must follow the respective GSE's guidance 
regarding building the NPV model into their own platform/system or customizing the NPV 
model. 
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VII. Calculation Logic for the HAMP Waterfall 

This section discusses the waterfall logic described in the HAMP term sheet. The servicer is 
responsible for verifying program eligibility and the modification terms. 

Eligibility 

Eligible loans must be originated on or before January 1, 2009. New borrowers will be accepted 
until December 31, 2012. Program payments will be made for up to five years after the date of 
entry. The mortgage loan must be secured by a one- to four-unit property, one unit of which is 
the borrower’s principal residence. Cooperative-share mortgages and mortgage loans secured by 
one-unit condominiums and manufactured homes^' are eligible for the HAMP, Investor 
properties, second homes, vacant, and condemned properties are not allowed. There is no 
minimum or maximum current LTV ratio for eligibility purposes. 

Current UPB limits (pre-modification and pre-capitalization) are as follows; 
o 1 Unit $729,750 
o 2 Units $934,200 
o 3 Units $1,129,250 
o 4 Units $1,403,400 

The servicer must apply the standard waterfall (depicted in Figure 2) to all loans that meet the 
basic eligibility requirements. This waterfall adjusts the borrower’s current loan terms in order to 
achieve a target front-end DTI of 31%. The waterfall step that results in a front-end DTI closest 
to 31% (without going below 31%) will satisfy the front-end DTI target. There is no restriction 
on reducing front-end DTI below 3 1 %, but any portion of the reduction below 3 1 % will not be 
compensated by the government. Government compensation will be based on verified borrower 
income. 

Step 1: Calculate Current Debt to Income (DTI) 

Calculate the borrower’s front-end DTI based on current mortgage payment and gross monthly 
income. If the loan is an adjustable-rate mortgage (ARM) or interest-only mortgage (10) and the 
interest rate is expected to reset or recast within four months, DTI is calculated using the greater 
of the payment using the reset rate or current scheduled payment. Otherwise, DTI is calculated 
using the current scheduled payment. 

Step 2: Capitalize Arrearage 

If the loan has any arrearage, the arrearage is capitalized to determine the new UPB, Items that 
may be capitalized include accrued interest, past-due real estate taxes, insurance premiums, 
delinquency charges paid to third parties and not retained by the servicer or its affiliate, and any 
required escrow advances. Late fees are not capitalized. 

Step 3: Principal Forgiveness 

There is no requirement to use principal reduction under the program, and it is not a formal step 
in the HAMP Standard Waterfall process. However, servicers may forgive principal to achieve 


■' For comptele guidance on eligible property types, refer to Supplemental Directive 09-01. 
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the front-end DT! target. Principal forgiveness can be used on a stand-alone basis or before steps 
4, 5, or 6 in the Standard Waterfall process. Principal forgiveness is applied to the UPB, and 
subsequent steps in the Standard Waterfall are carried out until 31% target DTI ratio is achieved. 
If principal is forgiven and the interest rate is not reduced, the rate will be frozen at its existing 
level and treated as a modified rate for the purposes of the interest rate cap. 

In the event of principal forgiveness, the Payment Reduction Cost Share continues to be based on 
the change in the borrower’s monthly payment from 38% to 3 1% front-end DT! ratio and is 
limited to five years. 

Step 4: Rate Reduction 

Reduce note rate in increments of 0. 1 25% to get as close to the target DTI of 3 1 % as possible, 
without reducing the borrower’s DTI below 3 1%. The new rate cannot be lower than 2%. If the 
target DTI is met and the resulting interest rate is higher than the interest rate cap^^, then the 
resulting rate will be the note rate for the life of the modification and the payment (P&I) will be 
fixed for the life of the loan. If the resulting rate is below the interest rate cap, the reduced rate 
will be in effect for the first five years followed by annual increases of one percentage point per 
year (or a lesser amount as needed) until the interest rate reaches the interest rate cap. Borrower’s 
monthly installment will be revised annually, if and when there is an interest rate reset, based on 
the statement above. If the target DTI cannot be reached at the 2% rate floor, term extension is 
considered. 

Step 5: Term Extension 

Re-amortize and extend the loan to a maximum 40-year term in monthly increments to reach as 
close to the target 31% DTI without going under. The modification term should not be lower 
than the current remaining term. If the loan’s current remaining term is greater than 480 months, 
use the remaining term as the modification term. No term extension should be given. If the 
target DTI cannot be reached with the maximum term extension, then principal forbearance is 
considered. 

Step 6; Principal Forbearance 

Principal is forborne until the target DT! is achieved. The forbearance amount is added as a 
balloon payment to the end of the loan and no interest is collected on the forbearance amount. If 
the option to defer is selected, the servicer/lender shall forbear on collecting the deferred portion 
of the Capitalized Balance until the earlier of: 

o maturity of the modified loan, 
o a sale of the property, or 
o a pay-off or refinancing of the loan 

If the modification is NPV negative and the servicer chooses to modify the loan, forbearance can 
be no more than the difference between the unpaid balance and the current property value. If the 
target DTI cannot be reached with principal forbearance, principal forgiveness can be considered. 


See definition in Supplemental Directive 09-0! . The “Interest Rate Cap” is the Freddie Mac Weekly Primary 
Mortgage Market Survey (PMMS) weekly rate for 30-year fixed-rate conforming loans, rounded to the nearest 0. 1 25 
percent, as of the date that the modification agreement is prepared. 
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HAMP Logic Flow 
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Report tl'e nutT’befcnnai modificanansvtitti 3 ...... , , 

more payments, ;3) inal are pending offidal . . - 

modifications tor incompleie docuimntatlon. Report ■ ' ■ . 

as of 11/30, "09, - . • , ' ' > 

Report the number otlnaln-odificafsons with 4 CT' r " T . " , " ' 

iTiorepavmea.ts, (3lthat are pending officii ---f . . 

modsfscaiions for incomplete documentation, n.v-;- . 

asG!U/3G.-Q? - • •• -- nn ■ ■■ | 

Repod the median number of Gtlampts per borr<«A^er ■ t , ■ , , 

made to reitrsevo the cutstanding docum^ls. Rep^ : . . 

asof 11/30/09 , ^ . ^ . . ■ •;/- 

Foi above m o Qu&stions. Reporting period shouk^ be ail outstanding trial modifipations that meet the cnfene thn Kigh the 
most recent r^mpleted month (N&/embBr 2009) 

r j' tAAb-KtOglbie UO-!- d£y dsilnguent , 

Have had foredasure proceedings initiated - . / - ■ - i , ■ ■ ■ . ' ■. r- ^ 

had foreclosure sale completed ■ . ’ . • • •• • .. . 

Were in foreclosure and wh(X ■ ■ ■ - . • •••• •• ■ • .. 

got a nKfdification under HAMP program - • • , , 

got a rnodikeation urtder a servicer modifmatirm 

fmsgram • • ; • _ ;.■•••■ ' 

sold the property via a short sale - '■■■ ■■■-.■ . 

were tvieased via a deed-in-iieu arran^ment v-.-.-'- ; "‘7 

participated in some other program / arrangement . ’ 

Please pro Wo'e examples of “other" in your email accompanying the survey response as w&^ as magnifude of those ’’other” 

mtegories 

Number of cofftuct attempts par HAMP eiigfbis 

- ^O’^day'mUnqumts.mpuiatlmi (2) borrower who-’ ■ ' 

■ had foredosure s&h ■completed ' . ' ' . 

Report tfremedfan number of outbound contact . ] '.■ • ' ' ]: ' 

attempts made per borrower who went to forejclosum ■ ' • ■ 

sale ■ •./. ■y3::\' i 

Repent Itie number of borrowers who went to ^ h 

forecibSure sale without a person-to-person right ■ . '■77/.:/^;'' 7\/;; v 7'V3,;;. i 

partycontact [ .. .7:. ■: ■. '■ R ":7 - ..y .:'7-^777'7| 


NOTES;'" 

(1) DiStiibutlOh of times Is equal to 0-3K) seconds, 31-60 seconds, 61*90 seconds, 91-120 secorids, and 121 + seconds 

(2) HAMP eligible 60+ day delinquent population is defined as the same estimated 60+ day delinquent population In the 
mohtttly public report survey. 

(3) Report the number at 2 trial payments arid each trial paymient thereafter (reporting the numbers by, each trial per iod 
payment separately). 


Qusstlons/Comments: Rtease contact Jametta Jenkins 202-752-2880; |amettaJenklns@fannismae.com 


DEUVERV INSTRUCTIONS; Please email spreadsheet to the following email acldrassfis:. 

haiTip. je®uits__.:inrf_r©po!rt,G(qjfannlem3®,com; da¥ld__w_rowland@?snn£em3e com; fomeus t ,.m 


Confidential - Internal Distribufion 




334 



DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 


SECRETARY OF THE TREASURY 


March 12, 2010 


The Honorable Edolphus Towns 
Chairman 

Committee on Oversight and Government Reform 
U.S. House of Representatives 
Washington, DC 20515 

Dear Chairman Towns: 

Thank you for your letter of February 4, 2010, requesting information regarding the investigation 
into federal foreclosure mitigation efforts and the Making Home Affordable (MHA) program. I 
have enclosed a detailed set of responses to your questions. 

Thank you again for your attention to this important matter. I look forward to working with you 
to find lasting solutions for homeowners across the country. 


Sincerely, 



Timothy F. Geithner 


Enclosure 
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Information Request from the 
House Government Oversight and Reform Committee 
March 10, 2010 

1 . The number of trial modifications for each month in 2009 to present Please do not submit 
such information based upon cumulative monthiy totais. 

Through January 31“, 2010, over a million borrowers have entered into trial modifications. It is 
important to remember that, while the program was announced in February 2009, detailed 
guidance was released in April. During the Initial months of the program two key trends were 
developing: 

• T reasury and Fannie Mae were dedicating resources In signing on the largest 
servicers. To date, over 100 servicers are participating in the program, as well 
as all GSE servicers with respect to their GSE loans. 

• Servicers who have signed on also faced significant challenges in ramping up 
their operations to meet program requirements and a large borrower demand. 

In July, Treasury urged servicers to ramp up capacity and operations to reach as many potentially 
eligible borrowers as possible. Treasury also permitted borrowers to enter into trial modifications 
based on partial documentation or stated income, and allowed servicers to compile necessary 
documentation during the trial modification. In October. Treasury released a streamlined 
documentation process to reduce the burdens on borrowers and ensure compliance with program 
guidelines. In November, Treasury launched its conversion campaign aimed at: 1) ensuring 
servicers receive complete documentation from trial modification borrowers and 2) driving 
decisions for those borrowers with complete documents. 

Data are as of January 31, 2010 and are from IR2, the HAMP system of Record. 


Exhibit t - Active Triale by Month 
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2. The number of trial modifications that are for a duration of 1 month, 2 months, 3 months, 4 
months, 5 months, 6 months, and 7 months or longer. Please provide such information 
according to monthly totals during the year 2009 to present. Please do not submit such 
information based upon cumulative monthly totals. 

Below, we show the number of trial modifications broken down by the number of months the 
borrower has spent in the trial as of January 31, 2010. 

Bear In mind, as the program ramped up, servicers who allowed borrowers to enter trial 
modifications either on limited documentation or stated income experienced significant challenges 
In obtaining complete documentation. To ensure that borrowers were afforded ample opportunity 
to be considered for a permanent modification, Treasury extended the trial modification for some 
borrowers up to the end of 2009. At the end of November, T reasury launched its conversion 
campaign which required servicers to focus efforts on completing borrower documentation and 
generating permanent modification decisions. To facilitate this effort. Treasury embedded SWAT 
teams within the operations of the largest seven servicers to ensure operational efficiency In 
speed to decision and provide guidance on unique policy questions. 

Going forward, Treasury, per Supplemental Directive 10-01, will require borrowers to submit 
hardship and income verification documents up front prior to entering into trial modifications. This 
should help to increase conversion rates, as documentation challenges will be diminished. 


Exhibit 2 - Duration of Trial Modificatlona 
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3. The number of trial modificatione that have failed to be converted to permanent 

modificatlona baaed upon the initial 3 month trial modification period veraus the 5 month 
trial modification period. Plaaae provide such Information according to monthly totale 
during the year 2009 to preaani Pleaee refrain from eubmltting such information baaed 
upon cumulative monthly totals. 

The HAMP Program provides for trial modifications of three months for delinquent loans or four 
months for loans that are In Imminent default. 

In December, Treasury launched a comprehensive conversion drive to ensure that borrowers in 
trial modifications submitted complete documentation and received a final decision from the 
servicer In a timely manner. We required the seven largest HAMP servicers (representing nearly 
80% of all trial modifications) to submit conversion plans demonstrating their ability to reach a 
decision on each loan for which they have documentation and to communicate a decision to 
those borrowers on or before January 31, 2010. We also required HAMP servicers to submit their 
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strategy for obtaining documentation from twrrowers who are currently making payments under a 
trial modification but have not submitted all of their documentation. 

As of January 31, 2010, 519,849 trial modifications were past their anticipated three/fbur month 
tfia! length. In Supplemental Directive 09-10, Treasury implemented a temporary review period 
for all active HAMP trial modificaBons scheduled to expire on or before January 31, 2010. During 
this temporary review period, servicers were not permitted to cancel an active HAMP trial 
modification for any reason other than failure to meet the HAMP property eligibility requirements. 
Therefore, a number of canceilafions of trial modifications have not yet been submitted into the 
HAMP system of record and we ex(»ct that these will begin to be reported as of the March Public 
Report. 

Servicers were also required to send written notification to all borrowers to inform them of their 
current modification status and provide borrowers with the opportunity to remedy any 
documentation or payment deficiencies. Following this required notice and cure period, servicers 
should make final determinafions for all active HAMP trial modifications subject to Supplement! 
Directive 09-10 in accordance with the guidelines set forth below. 

There are a number of reasons that borrowers might not ultimately convert to a permanent 
modification, most notably the following: servicers accepted stated and not verified Incomes on 
HAMP tial loan applications; borrowers submitted incomplete documentation; borrowers did not 
return documentation to servicers; and borrowers may not be current on their trial modificatiDn 
payments. 

In addition, servicers have initiated trial modification plans based on verbal income information 
that are not subject to 8ie temporary review period required by Supplemental Directive 09-10 
(and may continue to do so for trial modification plans with effective dates prior to June 1, 2010). 
Servicers should make final determinations for such trial modifications upon the expimtiwt of ttie 
applicable trial modification In accordance with the guidelines set forth below. 

• If the borrower has not made ail required trial modification payments, or has not 
submitted any income verification documentation, the servicer must find the borrower 
Ineligible for a permanent HAMP modification and cancel the HAMP trial modification 
from the Treasury system of record. When a HAMP trial modification is cancelled, the 
servicer must consider the borrower for other available foreclosure prevention 
alternatives and send the borrower die appropriate Borrower Notice in accordance with 
Supplemental Directive 09-08. 

• If the borrower has submitted all required trial modification payments, and the borrower 
has submitted some form of income documentation, the servicer must evaluate the 
borrower, determine whether the borrower is eligible for a permanent HAMP modification, 
and promptly communicate the eligibility determination to the borrower. If file income 
documentation Is Insufficient to make a HAMP decision, and the servicer Is unable to 
obtain the required documentation from the borrower, the servicer must find the borrower 
Ineligible for a permanent HAMP modification and cancel the HAMP trial modIficaBon 
from Bie Treasury ^stem of record. When a HAMP trial modification is cancelled, the 
servliter must consider the borrower for other available foreclosure prevention 
alternatives and send the borrower the appropriate Borrower Notice In accordance with 
Supplemental Directive 09-08. 

If the borrower has not submitted or signed a Hardship Affidavit but has made ail required trial 
modification payments and is otherwise eligible for a HAMP modification, the servicer may 
approve the borrower for a modification, send the Hardship Affidavit to the borrower with the 
Home Affordable Modificatton Agreement end Instruct the borrower to execute and return both as 
a condition of the permanent HAMP modification. 

If the borrower has net submitted a signed and completed Form 45M-T or 4506T-EZ but has 
submitted the moat recent tax return (including all applicable schedules), has made all required 
Supplemental Directive 10-01 Page 10 trial period paymsnta and is otherwisa eligible for a HAMP 
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modification, the servicer may approve the borrower for a modification, send the Form 4506-T or 
4506T-EZ, as applicable, to the borrower with the Home Affordable Modification Agreement and 
instruct the borrower to execute and return both as a condition of the permanent HAMP 
modification. 

The table below shows the distribution of these trial modifications according to the month the 
trials began. Note that during 2009 various waivers were granted to allow servicers additional 
time to ramp up the program and work with borrowers on documentation requirement. Thus, 
senrioers were allowed to continue to report trials as active if the borrowers were making their trial 
payments but had not yet provided complete documentation. The numbera in the fable below do 
not reflect the effect of those waivers. 


Exhibit 3 - Trials Active After 3-4 Months’ 


Trial Start Month^ 

Active Trials 
in Trial 

1 Period'^ 

! Active Trials 

1 Eligible for 
j Conversion j 

1 i 

Permanent 
; Modifications 

1 Started | 

Active Trials 
Eligible, Not 
Converted 

! Active Trials 
' + Permanent 
. Modifications 

1 Started 

February 2009 

_ 


0 

1 

1 

Mamh 2009 


104 

0 

104 

104 

April 2009 

— 

1,120 

370 

750 

1,120 

May 2009 


24,440 

5,359 

19,081 

24,440 

June 2009 

_ 

66,361 

15,615 

50,746 

66.361 

i July 2009 


93,100 

20,650 

72,250 

93,1(K! 



August 2009 


95,103 

20,100 

75,003 

95,103 

September 2009 


125,348 

22,963 

102.383 

125,346 

October 2009 


127,304 

20,474 

106,830 

127,304 

November 2009 

30,614 

104^72 

11,571 

92,701 

134,886 

December 2009 

116.215 




116,215 

January 2010 

98,622 




98,822 

Febnjary20ia 

51,530 




51,630 

March 2010 and 
Future’ 

13,408 




13,408 

Totals 

310,589 

637,191 

117,302 

519,849 

947,740 

' Trial periods are either 3 months for delinquent loans or 4 months for loans that are in immineni default, Includes 
both 3 and 4 month trials. 

^ Trial Start Month based on month in which the first trial payment was due. rather than when it was posted. 

^ Duration in Trial Period Is less than 3 or 4 months; therefore loans are not yet etigihie for permanent status. 

Trial modlfcalions reported by servicers to the HAMP system of record with Trial Start Month of March 201 0 or 
later. i 
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4. The number of permanent modifications for each month in 2009 to present. Please do not 
submit such information based upon cumulative monthly totals. 


Exhibit 4 - Permanent Modifications by Month Started 


1 Public Report Month j 

Permanent Modifications Active' | 

September 2009 and Before 

1,711 

October 2009 

3,470 

November 2008 

26,201 

December 2009 

35,083 

January 2010 

49.832 

Total 

116,297 

‘ Number of permanent modifications reported in the HAMP reporting window as active for (he listed month. 


5. The number of trial modifications and permanent modifications amongst GSE serviced 
loans versus non-GSE loans. Please provide such information according to monthly 
totals during the year 2009 to present. Please do not submit such information based upon 
cumulative monthly totals. 


Exhibit SA - Trial Modifications (GSE vs. non-GSE)^ 


I First Trial Payment Posted Month j 

GSE 

Non^GSE 

Total 1 

Mar<^-O0 through July-Og 

92,798 

88,709 

181,507 

AuaustJ)9 

65,599 

40,775 

106,374 

1 

< September*09 

59,954 

46,613 

106,767 

I-' — 

1 October.09 

77,991 

63,445 

141,436 

November-09 

60,627 

45,725 

106,352 

December-09 

63,596 

44,154 

107,750 

JanuatV'10 

48,442 

33,810 

60,252 

Totals 

467,007 

363,431 

830,436 


‘ Trials AeUvt based on tl^monihln vhkh the first tri al pay ment was posted, raiher than when il ms due. 


Exhibit SB - Permanent Modifications Started (GSE vs. Non-GSE) 


Public Report Month 

GSE 1 

Non-GSE I 

Total' I 

September 2009 and Before 

3,231 

1,511 

4,742 

October 2009 

7,432 

3,475 

10,907 

November 2009 

11,419 

4,358 

15,775 

December 2009 

21,223 

14,291 

35,514 

January 2010 

30,779 

19,585 

50,364 

Totals 

74,064 

43,218 

117,302 

' Total does not reflect 992 permanent modifications that were cancelled and 13 that were paid off. Net is 116.297, 
the number of Active Permanent Modifications reported in Exhibit 4. 
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6. The criteria used to determine whether an applicant may participate in a trial modification. 

Based on a recent survey of servicers, we estimate that as of the beginning of November 
there were fewer than 1 .5 million homeowners who were both 60+ days delinquent and likely to 
meet the HAMP requirements. This puts the over 1 ,005,000 borrowers who had begun trial 
modifications as of the end of the January in a more complete context. As we have continually 
stressed, while no one wants to see foreclosures, not all delinquent borrowers will qualify for 
HAMP modifications. 

The ba^ eligibility aiteria tor a trial modification are as follows: 

• The mortgage is a first lien conventional mortgage originated on or before January 1 , 
2009, 

• The unpaid principal balance is equal to or less than: 

o 1 Unit: $729,750 

o 2 Units: $934,200 

o 3 Units: $1,129,250 

o 4 Units: $1,403,400 

• The property is occupied by the borrower as a primary residence (the property may not 
be vacant or condemned). 

• The borrower has a mortgage payment that is not affordable due to a financial hardship 
that can be documented. 

• The borrower has a monthly mortgage payment greater than 31 percent of monthly gross 
income. 


7. The criteria used to determine whether an applicant may be granted a permanent 
modification. 

If the borrower makes all of the required trial payments during the trial modificafion and the 
income and expense information provided by the borrower is determined to be accurate, the 
servicer will execute a permanent modification agreement. 

8 . The White Paper leeued detailing the Net Present Value (NPV) process under MHA. 

The latest NPV model documentation (Base NPV Model Documentation v3.0) for use by 
servicers In Implementing the model is attached to these responses. 

See attachment A. 

9. The exact date that Treasury plans to issue Information concerning the Net Present Value 
processes to the public and the anticipated Information that will be released. 

An ovenrlewofthe NPV model was made available to the public on April 15, 2009 on 
vrww.HMPadmin.com , the administrative Web site established for servicers and maintained by 
Fannie Mae. In addition, a public version of the current version of the NPV model documentation 
(Base NPV Model Documentation v3.0) vras made available on December 8, 2009 and can be 
found on www.HMPadmin.com under "Servicer Documents." Both of these documents are 
attached here. 

See attachment B. 
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The overview document summarizes the purpose the model serves in the HAMP evaluation 
process and generally describes how the model works. The public version of the NPV model 
documentation provides specific details regarding the design and operation of the tool, with the 
exception of the discount and default rates used by individual servicers. By design, these rates 
vary from servicer to servicer, reflecting the performance of a given servicer's book of business. 

10. A list of all information that Treasury requires to be included in the modification to a 
homeowner of a denial of an application for a trial modification and for a denial of a 
permanent modification. 

Eveiy borrower Is entiBed to a clear explanation if they are determined to be ineligible for a HAMP 
modification. Treasury has established denial codes that require servicers to report the reason 
for modification denials to Treasury. Servicers are now required to use those denial codes as a 
uniform basis for sending Borrower Notices to borrowers who were evaluated for HAMP but not 
approved for a modification. In those letters, borrowers will be provided with a toll-free phone 
number to contact a servicer representative capable of providing specific details about the 
decision as well as the Homeowner's HOPE Hotline. The HOPE Hotline has counselors who are 
trained to work with borrowers to help them understand reasons they may have been denied a 
modification, can help resolve misunderstandings with the servicer and explain other modification 
or foreclosure prevention options that may be available to them. 

Borrower Notices must provide in clear, non-technical language the primary reason or reasons for 
the non-approval. The notice must also describe other foreclosure alternatives for which the 
borrower may be eligible, if any, including but not limited to other modification programs, short 
sale and/or deed in lieu or forbearance, and identify the steps the borrower must take in order to 
be considered for those options. If the servicer has already approved the borrower for another 
foreclosure alternative, infonnation necessary to participate in or complete the aHemathre should 
be included. Whenever a non-govemment foreclosure prevention option is discussed, the notice 
should be clear that the borrower was considered for but is not eligible for HAMP. 

When the borrower Is not approved for a H/kMP modification because the transaction is NPV 
negative, the notice must, in addition to an explanation of NPV, include a list of certain Input fields 
that are considered in the NPV decision and a statement that the borrower may, within 30 
calendar days of the date of the notice, request the date the NPV calculation was completed and 
the values used to populate the NPV Input fields. The purpose of providing this Information is to 
allow the borrower the opportunity to correct values that may impact the analysis of the 
borrower's eligibility. 

All Borrower Notices must also Include the following: 

• A toll-free number through which the borrower can reach a servicer representative 
capable of providing specifie details about the contents of the Borrower Notice and 
reasons for a non-approval determination. 

• The HOPE Hotline Number (888-995-HOPE), with an explanation that the borrower can 
seek assistance at no charge from HUD-approved housing counselors and can request 
assistance In understanding the Borrower Notice by asking for MHA HELP. 

• Any information, disclosures or notices required by the borrower’s mortgage documents 
and applicable federal, state and local law. 

11. What proeeas haa been eatabllahed for a homeowner to appeal the denial of a trial 
modHIeatlon or permanent modification? If there la no auch appeal proceaa, please 
provide a detailed explanation. 

As mentioned In the question above. Borrower Notices provide the Homeowner's HOPE 
Hotline Number (888-995-HOPE), with an explanation that the borrower can seek 
assistance at no charge from HUD-approved housing counselors and can request 
assistance in understanding the Borrower Notice by asking for MHA HELP. Borrowers 
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who believe that they should have been given a modiflcation should contact the MHA 
support call center through the HOPE Hotline. The borrower is connected with one of the 
counselors on the MHA Escalation team. The MHA Escalation team counselor discusses 
the borrower’s situation and typically engages in a three-way conversation bringing the 
servicer into the call. 

In cases where the borrower's issues are not satisfactorily resolved by the three-way 
conversation with the borrower, counselor, and servicer, the MHA Escalation counselor 
will first escalate to its management team to raise the issue with servicer management for 
resolution. If that does not resolve the issues in dispute, then the call is further 
elevated to Fannie Mae (for Fannie Mae loans), Freddie Mac (for Freddie Mao loans), or 
the HAMP Solution Center (for non-GSE loans), for final resolution. When appropriate, 
<»rtain cases may be referred to Freddie Mac’s MHA-Compllanoe team. 

Treasury has a compliance committee for HAMP to review and understand servicers’ 
compliance results and determine appropriate remedies. The compliance committee’s 
actions range from requiring improperly rejected loans to be modified, to operational 
enhancements to monetary actions. Additionally, Freddie Mac has implemented the 
Second Look program, to ensure that servicers are not inappropriately denying borrower 
modification requests. Through this program, compliance staff reviews a sample of 
senricers' modification files to determine if loan modifications were improperly denied. 

Any such findings of improper denial would follow the same compliance process. Second 
Look also has access to call center data from MHA HELP and, if trends became evident, 
can review files to determine if there are any systemic issues that need to be addressed 
through the compliance process. See Q16 for a more detailed description of the Second 
Look prxjgram. 

12. The re-defautt rats of home loanB after trial modification and permanent modification. 
Please submit the re-default rates separated by lender, the type of modification (trial or 
permanent) and the reason for default Please provide such Information according to 
monthly totals during the year 2009 to present. 

We do not presently track the reasons why servicers cancel individual trial modifications and so 
we are not able to provide the requested information pertaining to re-defaults. . In 2010 we will 
begin tracking that information going forward. 

With respect to permanent modifications, the table below Indicates, by month, re-default rates for 
permanent modifications, separated by lender. The speed with which servicers converted trials to 
permanent modifications varied, which Is reflected In their redefault numbers. The totals for each 
lender/servicer are broken down by the month In which the modification became permanent. The 
table below only shows vintages through October 2009 because, as of December 31, 2009, 
modifications that became permanent In either November or December would not have had 
enough time to default Because the conversion from trial to permanent modifications has just 
begun to ramp up, and because those who are in permanent modifications have been so for a 
short period of time, it is far too early to project, or derive any assumptions about, redefaults. 
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Exhibit 12A - HAMP Trial Modification Cancellations 
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1 3. The number of ‘in houee’ eteff and the number of contracted ataff working In Fannie Mae’e 
diviclon that adminletere the Making Home Affordable (MHA) program. Pleaaa alao 
Include the type of contract, the aseoclated dollar value of each contract, and the type of 
work provided by euch contractor* from 2009 to preaent Pleaaa Include information 
detailing whether a eollcitation wa* leauad for the contract and if *o, the number of bide, 
name of each entity eubmitting a bid, and a copy of each related propmial that wa* 
eubmitted. Pleaaa alao detail whether any precautionary meaeura* were taken to eneure 
proper firawathi war* developed to reatrlct the flow of Information between the contractor 
and 'in houee’ etaff at Fannie Mae'* divielon that applle* ioe* mitigation tool* for Its 6SE 
loans. 

As of December 31 , 2009, there were approximately 220 'in house' Fannie Mae staff working 
primarily to fulfill Fannie Mae's role as Program Administrator for the MHA Program (under the 
Financial Agency Agreement between Fannie Mae and the U.S. Department of the Treasury 
(Treasury'') entered into on February 18, 2009 (TAA‘)). There were also approximately 250 
Fannie Mae contractors (staff augmentation contractors and consultants) working primarily to 
support the MHA Program. There were approximately 720 additional Fannie Mae employees and 
approximately 100 additional contractors (staff augmentation contractors and consultants) who 
support the MHA Program but have other Fannie Mae responsibilities as well. The term “MHA 
Contractors’ shall refer to both groups of contractors providing support to the MHA Program. 
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The chart below (Exhibit 13) includes all vendors who are currently providing or have provided 
MHA Contrachsrs and the associated dollar value of each contract for FAA services. The chart 
does not include vendors providing event services such as audiofvisual, facilities, printing, and 
internet services in support of the MHA Program's community oubeach activities. 

The FAA states that it is not a Federal procurement contract and is therefore not subject to the 
provisos of the Federal Property and Administrative Services Act (41 U.S.C. § § 251 -260), the 
Federal Acquisition Regulations (48 CFR Chapter 1), or any other Federal procurement law which 
would require competitive bidding processes. However, the MHA Program leveraged vendors 
approved through Fannie Mae's competitive procurement process to provide services related to 
the MHA Program. The process consisted of: 

• Requests for Information to vet the vendors, and/or 

• Requests for Proposals to evaluate the vendors in the following areas: capabilities, rates and 
compliance wifo Fannie Mae requirements; and, 

• Reverse auctions to set the final rates for each vendor for the contract period. 

All vendors providing staff augmentation and consulting MHA Contractors have been through 
Fannie Mae's standard competitive procurement process managed by Fannie Mae's Corporate 
Procurement group. Fannie Mae began utilizing this process in 2006 to drive costs out of its 
contingent tabor budgets. The goal of the process is to Instill competitive rates, benchmark labor 
data, ensure consistency and compliance with Fannie Mae standards and to lock down not-to- 
exceed rates with the companies with which Fannie Mae engages. 

The auction component of the selection process provided incentives for cost reduction by placing 
the vendors in direct compefition to establish their rates. Once the auction Is complete, the rates 
are locked for the term of the pre-negotiated contract. 

In addition to the sourcing process described above, staff augmentation vendors, including those 
providing MHA Contractors, undergo a secondary competitive process. This process requires 
Fannie Mae business stakeholders to post contractor openings through Fannie Mae's Conbactor 
Resource Center. Vendors (selected through the process described above) then submit bids by 
sending in candidate resumes and hourly rates. The Internal stakeholders at Fannie Mae review 
these in a vendor blind assessment. All information about the submitting vendor's name is 
stripped from the resume, allowing stakeholders to make decisions based solely on the 
candidates’ qualifications and rates. 

As previously noted, all vendors providing staff augmentation and consulting MHA Contractors 
have been through the competitive process described above: however no competitive bid process 
has been conducted for project related work that Is specific to the MHA Program. There are also 
a limited number of circumstances where Fannie Mae has engaged contractors outside of these 
processes, including, for example, Instances where: 

• A busftiess unit stakeholder or Treasury identifies an Individual with specl8c subject matter 
expertise or experience: 

• An urgent need exists for specific services to help Treasury establish and administer the 
MHA Program according to the aggressive timeline associated with the MHA Program; or, 

In foe cases above, Fannie Mae leveraged the data In Its procurement systems which provide 
market data on hundr«fs of suppliers' rates as a result of prior competttira bids, as well as 
benchmark data from external sources to optimize foe contracts, reducing risk and txsst. In one 
example, a supplier's bid was ultimately reduced by 50 percent through negotiation, 

To address concerns regarding Information flow, Fannie Mae, in consultation with Treasury, has 
devefoped (and continues to reflne and Implement) measures fo restrict the flow of intermatton 
between the individuals (Including employees and MHA Confractors) working on the MHA 
Program under foe FAA, on foe one hand, and individuals (including empicyees and contractors) 
apphring loss mitigation tools for Its OSE loans, on foe other hand. These measures, which are In 
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accordance with the FM and 31 C.F.R. Part 31, include a specific Code of Conduct, specific 
policies and procedures, training, non-disctosure agreements, certifications, processes for 
handling and protecting confidential information, restricting access to conficl^tial information, 
and various ottier controls, including periodic testing, Fannie Mae flows downs applicable FAA 
contractual provisions to vendors providing MHA Contractors. 

See Exhibit 13 on next page. 
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Exhibit 13- Fannie Mae MHA Contracts 
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14. The number of ‘in house’ staff and the number of contracted staff working in Freddie 
Mac’s division that ensures compliance wlHi MHA. Please also include the type of 
contract, the associated dollar value of each contract, and the type of work provided by 
such contractors from 2009 to present. Please include Information detailing whether a 
solicitation was issued for the contract and if so, the number of bids, name of each entity 
submitting a bid, and a copy of each related proposal that was submitted. Please also 
detail whether any precautionary measures were taken to ensure proper firewalls were 
developed to restrict the flow of information between the contractor and ‘in house' staff at 
Freddie Mac’s division that applies loss mitigation tools for its GSE loans. 

At December 31 , 2009, Freddie Mac’s compliance division established by Treasury (“MHA-C) 
had 75 full-time employees and it also utilized 105 contracted staff. These employees and 
contracted staff are engaged in the core compliance activities or providing infrastructure to these 
core activities. 

Exhibit 14 - Freddie Mac MHA Contracts 

2009 MHAO CONTRACTORS 
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The FAA states that it Is not a Federal procurement contract and is therefore not subject to the 
provisions of the Federal Pro|»rty and Administrative Services Act (41 U.S.C. § § 251-260), the 
Federal Acquisition Regulations (48 CFR Chapter 1), or any other Federal procurement law which 
would require competitive bidding processes. 

However, MHA-C utilizes Freddie Mac's competitive procurement processes to contract with 
third-parties to provide servicers. 

Fdlownng those procedures, during 2009, MHA-C issued two RFPs that resulted In contract for 
services, and one single-source procurement. MHA-C also contracted with vendors for staff 
augmentation. 

RFPs : During 2009, MHA-C issued two RFPs that resulted in contracts for services. 

• One RFP, issued March 16, 2009, solicited vendors for support related to the 
design and implementation of a compliance review and audit program. Four 
vendors, two industry-leading consulting firms and two major professional 
services firms, submitted proposals. MHA-C awarded a contract to one of the 
industry-leading consulting firms. 

• The other RFP, Issued April 28, 2009, solicited vendors for support related to the 
design and implementation of a loan-file review program. Four vendors, a major 
mortgage-servicing systems developer, a leading provider of mortgage-related 
due diligence resources, a provider of mortgage industry risk and servicing 
systems, and an Integrated financial solutions company, submitted proposals. 
MHA-C awarded contract to three of those vendors (the major mortgage- 
servicing systems developer, the leading provider of mortgage-related due 
diligence resources, and the provider of mortgage industry risk and servicing 
systems), one of which is a women-owned business. 

MHA-C also issued two additional RFPs In 2009 for which MHA-C elecfed not to proceed with 
procurement contracts: RFPs regarding Management Compliance Audit support and third-party 
data analytics. The Management Compliance Audit work requirement will be revisited early in 
2010 . 

Sinole-Souree Procurements: During 2009, MHA-C entered into one contract through a single- 
source procurement process, following the established Freddie Mac process for single-source 
contracting of vendors, contracting with a leading model-analytics firm to facilitate testing of 
servicer NPV models within a terget 30-day period. 

Staff Augmentation Vendors: in addition to the RFPs and the singie-souroe jwoouroments, MHA- 
C "bids* its needs for staff augmentation, using the same process used by Freddie Mac generally 
for staff augmentation, communicating staffing needs to Freddie Mac's approved pool of contract 
worker vendors and considering all of the candidates submitted. Contracted staff Is subject to 
Treasury business and confllct-of-Interest approval prior to beginning their engagement, 

Freddie Mao, as Treasury's Compliance Agent, is required to comply with Treasury's Interim Final 
Rule regarding Confflcte of Interest, 31 C.F.R. Part 31 ("COI IFR"). With the approval of 
Treasury, Freddie Mac has developed policies, processes and meffiods (collectively known as 
’mitigation plan') to detect, disclose, and mitigate organizational and personal conflicts as defined 
In the COI IFR. The mitigation plan applies to all employees of Freddie Mac, both In the core 
business and at MHA-C and contractors of the MHA-C, Key components to the mitigation plan 
include but are not limited to: 
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• Establishment of a separate, independent division fMHA-C") which employs 
physical access restrictions and technology firewalls. 

• Implementation of Information / communication protocols used to monitor 
information flow between MHA-C and Freddie Mac's core business. 

15. Please provide infonnatlon concerning exactly which agency/enttty ensures proper 
administration and compliance of Fannie Mas and Freddie Mac’s application of MHA In 
modifying its GSE loans. 

The Department of the Treasury and the Federal Housing Finance Agency (FHFA) have 
responsibilities to ensure proper administration and compliance by Fannie Mae and Freddie Mac 
in the application of the MHA Program. FHFA, as an independent regulatory agency and as 
Conservator for both Fannie Mae and Freddie Mac, is responsible for supervising Fannie Mae 
and Freddie Mac and preserving and conserving their assets. FHFA oversees and ensures 
coordination between and among Fannie Mae, Freddie Mac and Treasury to ensure that Fannie 
Mae's and Freddie Mac's assets are property employed in the MHA program and die companies' 
participation Is consistent with conserving and preserving their assets. FHFA also oversees their 
participation to ensure that it is consistent with financially safe and sound practices. Fannie 
Mae's and Freddie Mac's application of MHA in modifying loans owned or guaranteed by them 
(the GSE loans) is a component of Treasury's MHA program, but must satisfy standards required 
by FHFA In Its role as regulator and Conservator. FHFA carries out its responsibilities to oversee 
MHA Implementation at the Enterprises through Its Division of Enterprise Regulation and its 
Office of Conservatorship Operations. 

16. Please provide Information related to the Second Look Program, and specifically, Freddie 
Mac's Making Home Affordable Compliance division and Treasury's Home Ownership 
Preservation (HOP) division concerning the following: 

Second Look loan file reviews are conducted to assess those loans not offered a HAMP 
modification, to reasonably ensure the servicer undertook appropriate evaluation steps and 
correctly concluded that a HAMP modification was not appropriate. The files for Second Look 
represent a statistical sample based on the number of delinquent loans, including those that have 
been referred to foreclosure, in the servicers' book. To date, MHA-C has conducted or Is In the 
process of conducting 9, 1 37 Second Look file reviews. It is important to note that the Second 
Look review Is an Iterative process, with follow-up required between MHA-C and the servicers 
when the contents of the servicer file do not allow a conclusion to be formed. During these 
follow-up communications, servicers are reminded of their obligations not to proceed to 
foreclosure sales until an effective HAMP evaluation has occurred and been documented. 

a. The number of Individual borrower files reviewed by 'In-house ‘ staff. Please provide such 

Information according to monthly totals during the year 2009 to pre^nt Please do not 
submit information based upon cumulative totals. 

Files are selected for review periodically based on their delinquency or foreclosure status 
at the end of a selected month. To date, MHA-C has completed Second Look loan file 
reviews on files selected from July and August 2009 delinquency and ftireclosure siaUis 
reports (see answer below to 16e for details on timing). The Second Look reviews for 
files selected from October 2009 delinquency and foreclosure reports are In process. 
MHA-C has begun the selection of loans from December 2009 delinquency and 
foreclosure reporto to be reviewed. The following table denotes the number of files 
chosen In the selected months: 


16 



351 


i 2009 MHA-C Second Look Loan File Reviews 

I 

July 

August 

October 

i 

(completed) 

(completed) 

(in process) 

i Loan File Reviews 

2308 

3136 

3693 


b. The number of MivUual borrower files reviewed by contracted staff, if any, the name of 
the corresponding company and the type of work performed. Please provide such 
information according to monthly totals during the year 2009 to present. Please do not 
submit information based upon cumulative trials. 

Second Look loan file reviews are conducted by a combination of in4»use MHA-C staff 
and contracted staff. Contracted staff conducts initial loan reviews, subject to supervisory 
oversight and quality controi review by MHA-C in-house staff. MHA-C utilizes contracted 
staff from two nationally recognized organizations providing loan file review servdcers, 
one of which is a women's owned business. 

c. The borrower flies reviewed according to servicer. Please provide surffi information 
according to monthly totals during the year 2009 to present Please do not submit 
informahon based upon cumulative totals. 

During July, MHA-C, in consultation with Treasury, decided to select a larger population 
of loans for Second Look reviews. This was helpful to calibrate the Second Look 
process. Currently, MHA-C generally requests approximately 100 loan files per servicer 
to review. This number represents a statistical sample based on the number of 
delinquent loans In the servicers’ book and may be changed from time to time based on 
the size of the servicers' delinquent book. The table below shows the average number of 
loans reviewed per servicer for the July, August and October 2009 Second Look reviews. 


1 2009 MHA-C Second Look Loan PHe Ravlawa par Servicer 1 


July 

August 

October 


(completed) 

(completed) 

(In process) 

Servicers 

7 

23 

24 

Average Files per Servicer 

330 

136 

154 


d. The reason that each file review was performed. For Instance, was the review initiated 
by legal complaints filed by homeowners or referred directly by Fannie Mae or a Federal 
Agency? 

Loan file reviews are an Important component of the Compliance Prc^ram and are. 
generally, conducted as part of a periodic verification of servicers' obligations with HAMP 
guidelines. Second Look helps ensure that borrowers are solicited and property 
evaluated for HAMP and Is designed to minimize the likelihood that borrower applications 
are overlooked or that applicants are inadvertently denied a modification. Scheduling of 
Second Look reviews (like those of other compliance activities) use a hsk-based 
approach, which include complainte as one of the factors. Through these reviews, MHA- 
C gains insight into servicers' processes for soliciting borrowers, forestalling foreclosure 
sales until HAMP eligibility can be determined, determining HAMP eligibility, and 
proitessing HMIP modifications. The results of these reviews help determine the types 
of other compliance actlvltlas and frequency for which those activities wi be perfcmned. 
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B. Tha length of time for each file review. 

The Second Look loan file review process involves multiple steps, including; (1) 
identi^lng the servicer whose files are to be reviewed using a risk-based approach;(2) 
requesting and then receiving data delinquency and foreclosure reports to determine the 
sample population; (3) analyzing the data provided to select an appropriate sample; (4) 
requesting and receiving the specific loan files; (5) conducting the file reviews, including 
supervisory review and quality control activiHes; (6) conducting follow-up and review of 
additional information provided by the servicer, as necessary; and (7) summarizing 
results and discussing with Treasury. There is a distinct difference between actual time 
for each file review and the time it takes to complete all the files per servicers based on 
the iterative process. The elapsed time to complete all files is based on many factors 
including the amount of follow up contacts required to draw concluaons. Through 
esfimates, MHA-C approximates the time it takes to conclude on a file, once all 
information is received, is generally 2 hours. However, it requires a total of 10 - 12 weeks 
of elapsed time from step 1 in the process to conclusion in step 7. 

f. The result of each Tile review and whether it was referred to Treasury. If the matter was 
referred to Treasury, please provide the length of time taken by Treasury to review the 
matter, the actions taken by Treasury to resolve the matter concerned, and the status of 
the current issue. Please provide information detailing whether Treasury hired 
confractors at any time to assist in resolving the matter concerned, and if so, please 
submit the solicitation issued (if any), the type of contract, the proposal (if any) submitted 
by prospective contractors, the cost of the contract the corresponding contract entered 
into with the entity, and the number of contracted staff hired to perform such work. 

Treasury has formed a compliance committee for HAMP to review and understand 
servicers' compliance results and determine appropriate remedies. MHA-C refers results 
of Second Look reviews to the compliance committee. The compliance committee's 
actions range from requiring improperly rejected loans to be modified, to operational 
enhancements, and additional servicer oversight or monetary actions. Monetary 
remedies may Include withholding or reducing incentive payments to servicers, or 
requiring repayments of prior payments made to servicers with respect to affected loans. 
In addition, underperforming or non-perforrrfing servicers may become subject to 
additional and stricter compliance reviews and monitoring. Remedial actions may be 
iterative In nature and, therefore, may require further information from tha servicer or from 
further compliance activities to determine final disposition. 

Treasury does not currently use contractors for this process. 

g. The number of field reviews performed by 'in-house' staff. Please provide such 
Information according to monthly totals during the year 2009 to present Please do not 
submit Information based upon cumulative totals. 

The HAMP Compliance Program Is designed to assess servicers’ compliance virlth their 
obligations under the HAMP Servicer PartIdpant Agreement ("SPA") and program 
guidance articulated In the Supplemental Directives, In order to provide a well-controlled 
program to assist as many deserving homeowners as possible to retain their homes while 
taking reasonable steps to prevent fraud, waste and abuse. To date, three types of field 
reviews have been conducted, which include: 

• Servicer Readiness Assessments -These interview-based assessments were 
conducted in April 200S with 11 of the largest servicers in the HM4P. 

Performed by MHA-C staff only, these assessments protfided early Insights Into 
the process changes, implementation timeframes and challenges servers were 
experiencing with the start-up of the program. 
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• On-site Reviews - These reviews ainsist of assessing the servicers' internal 
controis and processes associated with the implementation of HAMP 
requirements. For example, the foltovang are some of the processes which may 
be included in the on-site review: 

Q Solicitation 

0 HAMP eligibility determination 
o Documentelion tracking 
o Quality control 
o Investor participation 
o Incentive payment processing 

MHA-C began on-site reviews of servicers in July. Through year-end 2009, 11 
reviews of the largest servicers in HAMP have been conducted. Recognizing 
that many of a servicer's processes are newly developed, these reviews have 
focused on a servicer's implementation activities, including internal controis 
related to HAMP implementobon. As servicers' processes mature, MHA- 
Crevlews will focus more on risk-based acthrib'es and compliance trend issues. 
On-site reviews are led by in house MHA-C management and predominately 
utilize in house MHA-C staff, with staff frrxn a nationally recognized professional 
services firm providing supplemental support as well as quality control reviews. 
See monthly totals in Q16i. 

• T argeted Reviews - These reviews focus on one or more specific processes at 
the servicer, and may be conducted remotely or on-site. More details fer 
Targeted Reviews are discussed in answers to Q16 m-r. 

h. The number of field reviews performed by contracted staff, if any, the name of the 

corresponding company and the type of work performed. Please provide such 
information according to monthly totals during the year 2009 to present Please do not 
submit information based upon cumulative totals. 

Servicer Readiness Assessment -This one-time set of assessment was conducted by 
MHA-C in-house staff only. 

On-sIte Reviews -On-site reviews are led by In-house MHA-C management and 
predominately utilize in house MHA-C staff with a nationally recognized firm providing 
supplemental support as well as quality control reviews. 

Targeted Reviews -Targeted reviews are led by In house MHA-C management and 
predominately utilize in-house MHA-C staff. A nationaily recognized organization 
provided supplemental support for additional loan file reviews. 

I. The number of held reviews performed according to servicer, Plea^ provide surhi 

Information according to monthly totals during the year 2009 to present Please do not 
submit information based upon cumulative totals. 

Servicer Readiness Assessments - 1 1 senricers were Involved in this activity which took 
place in April and May 2009. 

On-sife Reviews -1 1 servicers occurred from July through December 2009. Field work 
was completed for eight between July and October 2009 and three between November 
and December 2009. 
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The monthly breakdown denotes when fieldwork began: 


2009 MHA-C On-site Reviews Perfomied 

July 

August 

September 

October 

November 

December 

3 

3 

2 


1 

2 


j. The mason that each fie/d review was performed. For instance, ms the mview initiated 
by legal complaint filed by homeowners or mferred directly by Fannie Mae or a Federal 
Agency? 

Servicer Readiness Assessments - to gain insights into toe process changes, 
implementation timeframes and challenges servicers were experiencing with the start-up 
of the Program. 

On-site Reviews - initial SPA signers and those servicers where the volume was 
considered significant. 


k. The length of time for each field mview. 

Servicer Readiness Assessments - Generally, this activity took a total of one month from 
planning through completion. 

On-site Reviews - Typically have multiple steps - pre-planning, field work at servicers’ 
location(s), follow up requests to compile documentation, drafting of report MHA-C 
internal quality control reviews, delivery to Treasury for Treasury internal quality control 
reviews, report issuance to Treasury’s compliance committee and, subsequently, 
servicers. Generally completion of these steps can take from 60-90 days depending on 
toe number of servicer locations and the nature of the review results. 

l, The msult of each field mview and whether it was refermd to Tmasury. If the matter was 
refermd to Tmasury, please provide the length of time taken by Tmasury to mview the 
matter, the actions taken by Treasury to resolve the matter concerned, and the status of 
the currant issue. Please provide information detailing whether Tmasury himd 
contmctors at any time to assist In resolving the matter concerned, and If so, please 
submit the solicitation Issued (if any), the type ofcontmct, the propose (If any) submitted 
by prospective contmctors, toe cost of the contmct, the cormspondlng contract entemd 
into with the entity, end the number of contmcted staff himd to perform such work. 

As discussed above, Treasury hss formed a compliance committee tor HAMP to review 
and understand servicers’ compliance results and determine appropriate remedies. MHA- 
C refers results of Second Look to toe comt^lance committee. 1toe compliant^ 
committee’s actions range from requiring improperly rejected loans to be modified, to 
operational enhancements, and additbnal servicer oversight or monetary actions. 
Monetary remedies may Include withholding or reducing incentive payments to servicers, 
or requiring repayments of prior payments made to servicers with respKtf to affected 
loans. In addition, underperforming or non-pertorming servicers may become subject to 
additional, stricter compliance reviews and monitoring. Remedial actions may be Iterative 
in nature and, therefore, may require further information from the servicer or from fiirther 
compliance activities to determine final disposition. 
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Treasury performs a quality assessment of these types of reviews. Treasury has 
engaged a nationally recognized professional services organization to help witti ttiose 
reviews. However, Treasury does not currently use contractors to help with the 
compliance committee decisions. 

m. The number of 'target reviews’ performed by 'in-hou$e' staff. Please provide such 
information according to monthly totals during the year 2009 to present. Please do not 
submit Information based upon cumulative totals. 

Targeted Revievrs - These reviews focus on one or more specific processes at the 
servicer, and may be conducted remotely or on-site. Targeted Reviews may also occur 
due to identified compliance trends, risk analysis, or actual compliance activities results. 

One such targeted review is for Net Present Value (NPV) calculations. These 
assessments consist of testing servicers' proprietary systems to determine If HAMP NPV 
requirements were appropriately implemented. Because NPV calculations are a key 
component to eligibility, Treasury requires servicers to participate in NPV testing with 
MHA-C before using the servicers' own applications, MHA-C has created a pre- 
implementation testing mechanism as well as a post-imptemeniation compliance regime 
to help ensure servicers' NPV calculations and processes meet HAMP requirements. 
Through December 31, 2009, MHA-C conducted fourteen pre-implementation 
assessments. Targeted NPV reviews are led by in house MHA-C staff, predominate^ 
utilizing contractor staff. See monthly totals listed in Q16o. 

One Targeted Review was conducted in December 2009 at the behest of the Tr^sury's 
compliance committee. The review was as a result of anomalies identified In July's 
Second Look results. This review was led by MHA-C staff supplemented by two 
nationally recognized organizations providing loan file review services, one of which is 
women's owned business. See monthly totals listed In Q16o. 

n. The number of target reviews performed by contracted staff, tfany, the name of the 
corresponding company and the type of work performed. Please provide such 
Information according to monthly totals during the year 2009 to present. Please do not 
submit Information based upon cumulative totals. 

A nationally recognized quantitative analysis and consulting organization has provided 
model and testing support for pre-implementation NPV reviews. 

For Targeted Reviews for Second Look, MHA-C utilizes contracted staff from two 
nationally recognized organizations providing loan file review servicers; one of which Is a 
women's owned business. 

Staffing for Targeted Reviews will depend on the focus of the review. 

o. The target reviews performed according to servicer. Please provide such Information 
according to monthly totals during the year 2009 to present Please do not submit 
infonvatlon based upon cumulath/a totals. 

Targeted Reviews - 18 servicers for pre-lmplemenfatton NPV assessments were 
conducted wltir 14 completed In August /September 2009 and the remaining over the 
course of October through December 2009, 


2009 MHA-C Pre-Implementation NPV Assessments Performed 

August 

{ September 

October 

November 

December 

11 

1 4 

1 

3 

1 
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The one servicer for targeted Second Look began in December 2009. 

p. The mason that each target review was performed. For instance, was it initiated by legal 
complaints filed by homeowners or referred dimctly by Fannie Mae or a Federal Agency? 

One targeted review was conducted in December 2009 based on Second Look loan file 
results, which indicated higher than average incidence of loan files not providing 
adequate evidence of HAMP consideration. 

All Servicers who have chosen to implement the NPV logic in their servicing systems are 
required to have a pre-implementation NPV review performed and have positive results. 

q. The length of time for each target review; 

• Pre-implementation NPV assessment - takes approximately 2-3 weeks depending 
on the results and associated follow up required. 

• Second Look targeted review - this review took approximately three weeks. 

It is important to note, the time a targeted review requires depends on the focus and 
scope of the assessments. 

r. The result of each target review and whether it was referred to Treasury. If the matter 
was referred to Treasury, please provide the length of time taken by Tmasury to review 
the matter, the actions taken by Treasury to resolve the matter concerned, and the status 
of the current issue. Please provide information detailing whether Treasury hired 
contractors at any time to assist in resolving the matter concerned, and if so, please 
submit the solicitation issued (if any), the type of contract, the proposal (if any) submitted 
by prospective contractors, the cost of the contract, the corresponding contract entered 
into with the entity, and the number of contracted staff hired to perform such work. 

As discussed above, Treasury has formed a compliance committee for HAMP to review 
and understand servicers’ compliance results and determine appropriate remedies. MHA- 
C refers results of all of its compliance activities, including targeted reviews to the 
compliance committee. The compliance committee’s actions range from requiring 
improperly rejected loans to be modified, to operational enhancements, and additional 
servicer oversight or monetary actions. Monetary remedies may include withholding or 
reducing incentive payments to servicers, or requiring repayments of prior payments 
made to servicers with respect to affected loans. In addition, underperforming or non- 
performing servicers may become subject to additional, stricter compliance reviews and 
monitoring. Remedial actions may be iterative in nature and, therefore, may require 
further information from the servicer or from further compliance activities to determine 
final disposition. 

Treasury does not currently use contractors for this process. 

17. Please submit Freddie Mac’s Servicer Guide issued to the top 40 lending Institutions 
detailing the MHA program. 

All servicers who service mortgages for Freddie Mac are required follow Freddie Mac's 
Seller/Servicer Guide (the Guide), which can be found at hltD://www.freddiemac.com/sell/auide/ . 
Chapter C65 provides the servicing requirements in connection with HAMP. The requirements for 
Freddie Mac's Home Affordable Refinance Program are located in Chapters A24 and B24 of the 
Guide. 
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In addition to these chapters, Freddie Mac periodically publishes updates to the Single-Family 
Seller/Servicer Guide (Guide) in the form of Guide Bulletins and Industry Letters. The Guide 
Bulletins and Industry Letters serve to notify servicers of changes to the Guide before Freddie 
Mac had the opportunity to change the Guide language itself. For the most recent changes 
regarding the MHA Program, please refer to Freddie Mac's Single Family Seller/Servicer Guide 
Bulletins and Industry Letters found at http://www.freddiemac.com;sell/Quide/ . 

1 8. Please submit Fannie Mae’s Servicer Guide Issued by the HAMP Solution Center to all 
servicers. 

The HAMP Solution Center primarily supports servicers interested or participating in the HAMP 
program for non-GSE loans, and who enter into formal Servicer Participation Agreements (SPAs) 
with Treasury. Treasury's Supplemental Directives and related materials on 
WWW. HMPadmin.com detail non-GSE guidance. 

Fannie Mae servicers are contractually required to participate in HAMP, and are not required to 
sign a SPA. Fannie Mae issues Announcements and releases ongoing communication on HAMP 
guidelines for Fannie Mae loans. Announcements can be found on All Regs by date. The general 
Fannie Mae Servicing Guide may be found on efanniemae.com at 
www.efanniemae.eom/sf/Quides/ssQ/#ssa . 

19. Please provide Information concerning Fannie Mae’s HAMP Solution Center specifically 
regarding the following: 

a. Scope of responsibilities: 

The HAMP Solution Center (HSC) for modification of non-GSE loans is comprised of three teams 
- Registration, Contact Center, and Escalations. As a unit, these teams perform four key 
functions: 

• Administration and execution of the Servicer Participation Agreement (SPA), Including 
Treasury approvals; 

• Management of the HAMP registration activities required to approve servicers for access to 
reporting tools, NPV material/ tools, and program materials; 

• Handling and resolution of general inquiries regarding HAMP guidelines, modification 
process, and data; and, 

• Facilitation and resolution of escalated inquiries and complaints from housing counselors, 
government offices, and other organizations authorized to work on behalf of borrowers with 
loans serviced by firms that have entered into a SPA, 

b. The total number of ‘In house ' end contractual staff, respectively, according to each 
month of 2009 to present. Please do not submit Information based upon cumulative 
totals. 

As of December 31, 2009, the HSC was staffed by 19 'in house' Fannie Mae employees and 13 
contractual staff. When the HSC opened in April 2009, K was staffed by two Fannie Mae 
employees and seven contractual staff. We do not maintain data that would allow us to provide 
month-by-month staffing levels for 2009 with respect to Individual HAMP sub-components. 

c. Please also Include the type of contract, the dollar value of each contract to provide such 
work, If any, and the type of work provided by such contractors horn ZOOS to present. 
Please Include Information detailing whether a solicitation was issued for the contract, 
and If so, the number of bids, name of each entity submitting a bid, and a copy of the 
related proposal that was submitted. Please also detail whether any precautionary 
measums ware taken to ensure proper firewalls were developed to lestrlct the flow of 
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information between the contractor and ‘In house' staff at Fannie Mae's division that 
applies loss mitigation tools for its GSE loans 

The chart below (Exhibit 19C) includes all vendors who are currently providing or have provided 
contractors for the HSC and the associated dollar value of each contract. 


Exhibit 19C - HAMP Solution Center Vendors 







Tedinoiogy staffing firm 

Sa 1,263 

$81,263 

SerylcsAgreeraonh 

Staff Augmsntadon 

Tedinology staffing firm 

$163,917 

$1,931,294 

Service Agre^ents 

Staff Augmmtation 

leading provider of on line 
branding and web site 
development services 

$73,925 

$358,200 

Statemer^tofWwk 
under existing MSA* 
Web Site Oeveiopment 

Design and develop 
web sites. 

Technology and finandai staffing 
firm 

$26,564 

$676,673 

Service Agr^ments 

Staff Augmentation 

Payroll services company 

$23,869 

$447,873 

Service ^reements 

Staff Alimentation 

Technology staffing firm 

$280,325 

$530,873 

Service Agreements 

Staff Aunpnentation 

Staffing firm 

$31,960 

$33,110 

Service Agreements 

Staff Augmentation 

National technology consulting firm 

$119,267 

$3,106,316 

SsAfice Agreements 

Staff Augmaittatkin 

Globd Staffing firm 

$59,621 

$70,276 

Service Agreements 

Staff Augmentation 

Large staffing firm 

$64,622 

$67,761 

Service Agreements 

Staff AujpnentaUon 

Technology staffing firm 

$100,906 

$191,612 

Service Agreements 

Staff Augmentation 

Technology staffing firm 

$36,444 

$989,570 

Service Agreements 

Staff Augmentation 

leading tedmology staffing firm 

$34,504 

$3,228,448 

SaiYlceAgraemenU 

Staff Augmentation 


For information regarding solicitations, the bid processes, and Fannie Mae's precautionary 
measures regarding firewalls, please see the response to Question No. 9. 

20. The 'HOPE Hotline' - Please provide information detailing the number of 'in house’ and 
contractual staff, respectively, according to each month of 2008 through the present 
Please do not submit Information based upon cumulative totals. 

a. Please also include the type of contract, the dollar value of each contract, and the type of 
work provided by such contractors on a monthly basis from 2009 through the present. 
Please Include Information detailing whether a solicitation was issued for the contract, 
and If so, the number of bids, name of each entity submitting a bid, and the related 
proposal that was submitted. Please also detail whether any precautionary measures 
were taken to ensure proper firewalls were developed to restrict the flow of Information 
between the contractor end ‘In house' staff at Fannie Mae’s division that applies loss 
mitigation tools for Its GSE loans. Please do not submit such information baaed upon 
cumulative monthly totals. 

The Homeowner’s HOPE Hotline InWafod call center support for HAMP on June 22, 

2009, following a start-up pilot and testing In early June. In the second half of 2009, call 
volume exceeded 22,000 calls per week. While the majority of calls provide general 
Information about foreclosure prevention, the script determines basic el!glbil% for HAMP 
based on loan size, occupancy status and date of origination. Callers may be transferred 
to a counselor for housing counseling, or to the MHA Help Team for assistance in filling 
out the HAMP application, Roughly 4% of the calls are referred to the "escalation team" 

If their servicer has been unresponsive or has given guidance conti’ary to HAMP 
guidelines. The escalation team win work directly with the servicer for resolution. In rare 
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oases, calls may also be referred to ttie HAMP Support Center. In these oases, Fannie 
Mae staff will work with the borrower and servicer to ensure that borrower issues are 
addressed. 

The Homeowner’s HOPE Hotline is principally administered by a nationally recognized 
not-for-profit corporation, (■ Administrator"), which supports HAMP pursuant to a contract 
between Fannie Mae and the Administrator. This contract was entered into as an 
exception to the competitive bidding process described in the response to Q9 above. 

The number of contractors working in connection wnth the HOPE Hotline on a monthly 
basis varies with the call volume, but ranges between approximately 160 and 220 per 
month. This number includes Individuals from a customer contact management 
company, the Administrator's subcontractor, who staff the call center. Approximately five 
in-house Fannie Mae staff support the HOPE Hotline, all of whom have additional 
responsibilities at Fannie Mae. 

Exhibit 20A below includes all vendors who are currently providing or have provided 
contractors tor the Homeowner's HOPE Hotline and the associated dollar value of each 
contract. 


Exhibit 20A - Homeowner’s HOPE Hotline Vendors 


1 CONTRACTOR {ASCRIPTION 

AMOUNT 

PAID 

ESTIMATED 

CONTRACT 

VALtK 

TYPE OF 
CONTRACT 

TYPE OF WORK 

Nationalty racognizad for 
profit corp. 

$2,190,533 

$12,000,000 

Services Agrewrent 

Calc^ner. 

Consulting frm 

■■BiSZS 


Contui5ng Services 

ConsuRing support to cvtintte cel centers. 


For infomnation regarding Fannie Mae's precautionary measures regarding firewalls, 
please see the response to Question Ho. 13. 


b. The types of phone calls received on a monthly basis from 2009 through the present from 

homeowners concerning federally sponsored foreclosure prevention programs. 

The Homeowner’s HOPE Hotline initiated call center support for HAMP on June 22, 

2008, following a start-up pilot and testing in early June, The total calls into the Hotline 
are noted below in the chart below as Exhibit 20B-1 . 


Exhibit 20B-1 - Total Homeowner’e HOPE Hotline Calle 



Jun 

Jui 

Aug 

Sept 

Oct 

Nov 

Dec 

Total 1 

Total 

HOPE 

Hotline 

Calls 

31,138 

102,458 

100,937 

1 

83,843 

n 

103,310 

812,872 


Homeowners calling the Homeowner's HOPE Hotline are generally looking for foreclosure 
prevention assistance such as guidance on understanding whether they may be eligible for a 
modificatton/rsfinance under HAMP, what their next steps in pursuing a modification should 
be, where additional information can be found, or how to connect with free HUD-approved 
counselors. The primary types of calls handled by the Hotline are described below and Mr 
respective volumes are Indicated in the chart that follows (Exhibit 20B-2). 

• Transferred to a Counselor Directly - this category includes homeowners who call the 
Hotline and after l»sic contact information is captured, would be transferred to a 
counselor for reasons such as: 

• They have a trial modification and are required by the program to get counseling 
because their debt-to-Income levels are greater than SS%; 
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" They would like to resume a prior counseling session or want to speak to a counselor 
over the phone or in person without going through other eligibility screening; or, 

• They believe they have been the victkn of a scam. 

• Transferred to MHA Help Team - homeowners who ask for detailed assistance to fill out 
HAMP application forms, to better understand a Borrower Notice they may have received 
from servicers regarding their eligibility and/or missing documentation, or who have 
detailed questions pertaining to their particular circumstences, 

• Transferred to MHA Escalation Team - homeowners who in the course of ttteir 
discussion with the call center agent claim that they may have been told something by 
their servicer that seems like a misapplication of HAMP program guidelines (e g., were 
told to miss payments to be eligible for a modification) are transferred to an escalation 
team for assistance in understanding the borrowers situation and to potentially connect 
with the servicer for resolution of any outstanding issues. 

• Transferred to a Counselor following ^ioibilitv screening ~ this includes borrowers who 
after being guided through preliminary eligibility screening would like to speak with a 
counselor for additional assistance regarding their individual situation. 

• Ineligible- this includes borrowers who after being guided through preliminary eligibility 
saeening were determined to be ineligible for reasons such as having loan amounts 
greater than $729,750, loans originated after January 1 , 2009, and housing expense to 
debt ratios of less than 31 percent. 

• Quick Questions/Other - homeowners who call with quick questions and clarifications, 
hang-up prior to moving through the initial data capture process, or may have called the 
wrong number or thought they were contacting their servicer. 


Exhibit 20B~2 - Type of Homeowner'a HOPE Hotline Calls 


Call Typo 



Au9 

Sopt 

Oct 

Nov 

Dec 

Total 

Trsntfetrsd to 
Counselor 

Direcdv 

10.414 

35.884 

38.464 

40.803 

40.375 

35,691 

40.839 

243,570 

MHA HelD“ 






1,501 

8,067 

10,568 

MHA Escslstlont 


2,735 

1,658 

3,877 

3,751 

4,411 

m 

22,484 

Trsnsfstrod to 
CouflWlor Alter 
Confirmitrg 
Potential 

Pwjrem 

Elialbilltv 

5,748 

■ 

11,133 

8,686 

9.816 

12.220 

14,165 

74.841 

Eligible but Did 

Not go to 
Counsellna 

■ 

14.870 

13.842 

12.464 

8,811 

3.305 

3,844 

57,126 

Ineligible 


8,872 

8.188 

8,753 

8,337 

5,181 

5,351 

40.492 

Quick 

Queetloni/Olher 

7.827 

27.222 

28.341 

25.768 

24.553 

20,615 

24,483 

158.830 


'The raporting categoiiea were revised In July 200$. Therefore, the eetegory breakdown for June 2000 
does no! meteh erecdy vM those tor succeeding months. 
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•TJie MHA Help category was initiated on 11/13/09. 

c. According to Oia type ofcoinplaint made by caller, please provide information detailing 
whether the matter was referred to Treasury, and/or other individuals or units within 
Fannie or Freddie, and if so, whkdi entity and divison. Please provide such information 
according to month and year. Please do not submit such information based upon 
cumulative monthly totals. 

The HOPE Hotline provides borrowers immediate access to an MHA Escalation team in 
instances where the borrower claims that: 

• The servicer is charging upfront fees; 

• The servicer said boffower must miss a payment; 

« The servicer Is improperly applying MHA guidelines: or 
« He or she was wrongfully deni^ a loan modification. 

In these instances, the borrower is transferred by phone to the MHA Escalation team, 
where they are connected with one of the counselors on the team. The Escalation team 
counselor discusses the borrower's situation and typically engages in a three-way 
conversation bringing the servicer into the call. 

In cases where the borrower's issues are not satisfactorily resolved by the three-way 
conversation with the borrower, counselor, and servicer, the escalation counselor will first 
escalate to tts management team to raise the issue with servicer management for 
resolution, if that does not resolve the Issues in dispute, then the call is fiirther elevated 
to Fannie Mae (for Fannie Mae loans), Freddie Mac (for Freddie Mac loans), or the 
HAMP Solution Center (for non-GSE loans), for final resolution. When appropriate, 
certain cases may be referred to Freddie Mac’s MHA-Compllance team. 

Our reports from the HOPE Hotline are compiled on a weekly basis. 

See Exhibit 20c on following page. 
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Exhibit 20C - Escalationg from the HOPE Hotline 


Week 

Total calls 

08/31-09/06/2009 

720 

09/07-09/13/2009 

791 

09/14 - 09/20/2009 

952 

09/21-09/27/2009 

963 

09/28- 10/04/2009 

1,096 

10/05-10/11/2009 

789 

10/12 - 10/18/2009 

791 

10/19 - 10/25/2009 

870 

10/26-11/01/2009 

880 

11/02-11/08/2009 

1,229 

11/09-11/15/2009 

1,104 

11/16-11/22/2009 

1,064 

11/23-11/29/2009 

586 

11/30-12/06/2009 

1,765 

12/07-12/13/2009 

1,411 

12/14 - 12/20/2009 

1,398 

12/21 - 12/27/2009 

654 

12/28-01/03/2010 

1,028 

01/04-01/10/2010 

1,355 

01/11-01/17/2010 

1,144 

01/18-01/24/2010 

980 

01/25-01/31/2010 

1,326 

02/01 -02/07/2010 

1,122 

02/08 - 02/14/2010 

951 

02/15-02/21/2010 

1,043 


d. Number of 'HOPE Hotline' contractors and 'In house' staff that are bilingual. Please also 
provide the number of phone cells received from non-English speaking homeowners 
concerning MHA. 

As of December 31, 2009, there were 42 bilingual call agent contractors (approximately 
25 percent) taking calls for the Homeowner's HOPE Hotline. The number of phone calls 
to the HOPE Hotline received from borrowers requesting a Spanish-speaking 
representative was 57,329, equaling 9.4 percent of the overall call volume through 
12/31/09. Additionally, there were 146 requests for languages other than English and 
Spanish since the HOPE Hotline Implemented an expanded language translation service 
in mid-December. 

21 . Please provide, In paragraph form, a detailed explanation of each MHA denial code. 

Every borrower Is entitled to a clear explanation if they are determined to be ineligible for a HAMP 
modification. Treasury has established denial codes that require servicers to report the reason 
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for modification denials in writing to Treasury, Servicers are now required to use those denial 
codes as a uniform basis for sending letters to borrowers who were evaluated for HAMP but 
denied a modification. In those tetters, borrowers will be provided with a phone number to 
contact their servicer as well as the Homeowner's HOPE Hotline, which has counselors who are 
trained to work with borrowers to help them understand reasons they may have been denied a 
modification and explain other modification or foreclosure prevention options that may be 
available to them. 


lyiHA Deniai Code 

Description 

1 

inetigibie 

Mortgage 

Loan is not eligible for modification under the HAMP because it does 
not meet one or more of foe Mowing basic program eligibility criteria: 

• Mortgage loan must be a first lien mortgage loan originated on or 
before January 1, 2009. 

• Current unpaid principal balance (UPB) of the mortage loan prior to 
capHaliraHon must be no greater than $729,750 for a one-unil propaty; 
$934,200 for a two-unk property; $1 ,129,250 for a three-unit property; 
or $1 ,403,400 for a four-unit property. 

2 

Ineligible 
Bomsver- 
Cunent DTI 

Less than 31% 

Borrower is not eligible for modification under foe HAMP because their 
cuneni monthly housing expatse, which includes foe monthly principal 
and intwest payment on their first lien mortgage loan plus property 
taxes, hazard insurance and homeowner's dues {if any) is less foan or 
equal to 31% of their gross monthly Income (I.e. monfoly income before 
taxes and other deductions). 

3 

Property Not 
Owner Occupied 

Loan is not eligible for modification unda the HAMP because foe 
property secured by the mortgage loan Is not occupied by foe borrower 
as their primary residence. 

■ 

Other Ineligible 

Property fl.e, 
Property 
Condemned. 
Properly » 4 
units) 

Loan is not eligible for modification under the HAMP because the 
property secured by the mortgage loan is vacant, is condemned or has 
more than four dwelling units. 

5 

Investor 
Querantor Not 
Participating 

Loan cannot be modified under the HAMP because foe investor of foe 
subject mortgage loan haa not provided contractual authority to modify 
the loan; foe private mortgage Insurance company Insuring the subject 
mortgage loan has not approved foe modification; or foe guarantor of 
foe aubject mortgage loan hat not approved the modification. 

6 

B/K Court 
Declined 

Loan it not eligible for modification under the HAMP because foe 
bortower hat filed for bankruptcy protection and the propoied modifted 
loan termt were not approved t^ foe Bankruptcy Court. 

7 

Negative NPV 

Loan la not eligible for modification under foe HAMP because foe resutt 
of foe standardized Net Pretent Value (NPV) la 'negafive*. The 
tiandardized NPV teat comparet foe NPV result for a modication to 
the NPV rae uk for no modification. If foe NPV result ter no modiflcefion 

Is greater foan NPV result for fot modification scenario, foe modification 
reeutt It deemtd 'negatlva*, 

8 

Offer Not 
Accepted by 
Sorrower/ 
Pequeat 
Withdrawn 

Borrower withdraw their modficetlon request for consideration for eifoer 
a Trial Period Plan or HAMP modification or did not aecapt tllher a Trial 
Period Plan or a HAMP modlflcetlon offer. Fallura el borrower to make 
foe first trial period payment in a timely minner is considered non- 
acceptance of the Trial Period Plan, 

9 

Default Not 
Imminent 

Loan Is not eligible for modification under foe hAmP because foe 
subject loan Is not dslinqusnt or dsfiiult Is not rtasonably tereteeibie. 


29 


















364 




10 

Previous Official 

HAMP 

Modification 

Loan is not eligible for modification under the HAMP l^cause the 
subject loan has been previously modified und^the program. 

11 

Loan Paid off or 
Reinstated 

Loan is not eligible for modification under the HAMP because the 
subject loan was completely paid off and there Is no longer a debt 
obligation or the subject loan was reinstated. If the loan was reinstated, 
the borrower may request reconsideration under the MHA program If 
they experience a subsequent financial hardship. 

12 

Excessive 

Forbearance 

Loan is not eligible for modification under the HAMP because the 
principal forbearance required to achieve a payment of no more than 

31% of the borrower's monthly income resulted In a forbearance 
amount that exceeds program guidelines. 

13 

Request 

Incomplete 

Borrower requested a modification under the HAMP but did not provide 
the financial and/or hardship verification documentation required to 
complete the evaluation of their request in a timely manner. As part of 
the MHA program procedures, servicers provide Ihe borrower with a 
notice listing all documents needed to complete the evaluation and a 
date by which the information must be received before the borrower can 
become eligible for the MHA program. If the borrower foils to provide all 
required verification documentation by Ihe date provided, the borrower 
is not eligible for a modification. 

14 

Trial Plan 

Default 

Borrower accepted a Trial Period Plan under the HAMP but foiled to 
make all the trial period payments by the end of the Trial Period Plan 
and is in default. 


22. The goal set by Treasury and communicated to each servicer detailing the number of 
loans that they should have modified and/or utilized other loss mitigation tools according 
month for 2009 and 2010. 

On July 29, 2009, Treasury communicated to all servicers participating in the HAMP program a 
goal of starting 500,000 trial modifications by November 1, 2009. Servicers, In aggregate 
exceeded this goal. 

On December 1 , 2009, T reasury set a goal for the top 7 servicers (Aurora, Bank of America, Citi 
Mortgage, GMAC, JP Morgan Chase, Saxon, Wells Fargo) to complete by December 31, 2009 
the process of providing approvals or denials of permanent modiflcatlons for all 108,000 
borrowers who had completed the documentation requirements. That same day, Treasury also 
set a goal for the top 7 senricers to obtain by December 31 , 2009 all outstanding documents on 
an additional 107,000 trial plan borrowers. Servicers did not achieve this level of conversions, 
though conversions inaeased over 100% between November and December. Extending the 
review period through January 31, 2010, also allowed servicers to continue to collect documents 
and make significant progress in processing the backlog of loans in trial modifications. 

23. A copy of the Operational Metrics and relatad timsilns for Impismsntatlon. 

In December 2009, we Issued a preliminary operational metrics survey to a handful of servicers. 
We received the servicers’ responses to, and feedback on, the preliminary survey in January 
2010. Based on our review of the initial responses and feedback, we are revising the survey to 
ensure that we are collecting the desired data and that servicers' responses are consistent and 
comparable. We expect to issue the revised survey to servicers In the coming weeks. 

24. A copy of the survey that Treasury submitted to each ssrvlesr concerning the 
Implementation of MHA. 
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See attachment C. 

25. The results of the Home Affordable Refinance Program, Second Lien Program, Home for 
Homeowners program, Short SalefDeed In Lieu of program. Home Price Decline Protection 
Incentives program, and other foreclosure prevention toots offered through Treasury. 
Please provide information according to servicer participation, month and year of activity 
performed, and defoult rate. Please also submit information detailing whether measures 
were taken to make certain that activities related to these programs complied with the Fair 
Housing Act. 

The Homs Affordable Refinance Program (“HARP”) is a refinance program for existing Fannie 
Mae and Freddie Mac borrowers (Freddie Mac's program is sometimes referred to as the Relief 
Refinance Mortgage program). HARP Refinance Loans are defined as Fannie Mae to Fannie 
Mae, or Freddie Mac to Freddie Mac, refinance loans with limited or no cash oirt, owner occupied, 
and have loan-to-value ratios greater than 80 percent and less than or equal to 105 percent On 
July 1 , 2009, FHFA announced that the program would be expanded to include HARP loans with 
LTVs greater than 105 percent and less than or equal to 125 percent Under the Home 
Affordable Refinance Program. Fannie Mae and Freddie Mac refinanced more than 190,000 
loans through December 31, 2009. 

On April 28, 2009, Treasury announced an expansion of the MHA Program, called the Second 
Lien Modification Program or “2MP”, which creates a comprehensive solution to help 
borrowers achieve greater affordability by lowering payments on both first lien and second lien 
mortgage loans. In addition to providing the basis for lien holders to share the cost of 
modifications, 2MP also supports efforts to reduce total borrower indebtedness by providing the 
option for second lien holders to receive lump sum payments to extinguish liens entirely. On 
August 13, 2009, Treasury published the 2MP Supplemental Directive to servicers of non-QSE 
loans. The program took some time to ramp up primarily because the top servicers, representing 
the majority of the second lien market, were waiting on regulatory guidance on how to deal with 
accounting for second liens. On January 27, 2010, Bank of America became the first mortgage 
servicer to sign an agreement to participate in the 2MP program and to our knowledge has not 
begun modifying second liens under the program. 

On October 20, 2009, the Department of Housing and Urban Development (HUD) released 
comprehensive guidance on the Federal Housing Administration's (FHA) HOPE 4 Homeowners 
or “H4H" program in Mortgagee Letter 2009-43 (ML 2009-43), which provided an affordable 
refinance alternative for a broad spectrum of owner-occupant borrowers, including those whose 
first mortgage loans are not owned or securitized by the GSEs. H4H is designed to refinance 
borrowers out of unaffordable mortgages, and into safer FHA Insured mortgages. H4H often 
Involves some amount of principal reduction by the first mortgage lien holder and may also 
include full release of subordinate liens In exchange for partial payments provided by HUD/FHA. 
Borrowers who request evaluation for modification under HAMP may also be eligible for and 
achieve a better long term affordability solution through H4H. 

On May 14, 2009, Treasury announced the Homs Affordsbls Foreclosure Alternatives 
Program ("HAFA") to incenlivize servicers and borrowers to pursue short sales and deeds-ln- 
lieu of foreclosure where the borrower may be eligible for a HAMP modification but does not 
qualify or was unable to successfully complete the process. On November 30, 2009, Treasury 
published detailed guidance to assist servicers of non-GSE loans with adoption and 
implementation of the program. We are unable to report on HAFA at this time given that 
servicers have until April 6, 2010 to implement the program. 

On the same day that HAFA was announced, Treasury Issued a statement outlining the Home 
Pries Decline Protection Program ("HPDP"). In May 2009 the Administration announced that 
HAMP would Include Home Price Decline Protection (HPDP) incentives, designed to provide 
additional incentives for modifications where home price declines have been most severe. On 
July 31 , 2009, we announced detailed guidelines for implementing HPDP, Servicers were 
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required to include the HPDP incentives in their NPV calculations as of September, allowing more 
borrowers in the geographic areas hardest hit by home price declines to obtain modifications. For 
this reason, we do not yet have data to report on the HPDP program at this time. 

With respect to the Fair Housing Act, Fannie Mae has an ongoing comprehensive fair lending risk 
assessment program that is designed to ensure that its underwriting standards, business 
practices, repurchase requirements, pricing policies, fee structures, and procedures 
comply with the fair lending laws and promote fair and responsible lending. The HARP received 
this comprehensive fair lending risk assessment by Fannie Mae Legal. Please see the response 
to Q29 for a full description of measures taken to ensure that activities related to the MHA 
Program overall comply with the Fair Housing Act. Freddie Mac maintains a strong commitment 
to fair lending practices and reviews its prxjcedures, policies and programs to ensure that they are 
consistent with the Fair Housing Act. 

26. Please submit information concerning the compensation provided to Fannie Mae and 

Freddie Mac as administrator and compliance agent of MHA, respectively, and the role of 
the Federal Housing Finance Agency (FHFA) in negotiating compensation andfor related 
incentives. Please provide information detailing the exact compensation payments made 
by Treasury to Fannie Mae and Freddie Mac, respectively. Please submit such Information 
according to month and year. Please do not submit information based upon cumulative 
monthly totals. Please also provide an explanation of how compensation was calculated. 

The FAA Exhibit B. Sections 2 & 3 defines two methods for compensating the FAs. Section 2 
defines the reimbursement method for services provided by the FA and Secbon 3 identifies the 
FA’S eligibility to receive incentive payments based performance metrics. 

With regard to Section 2, budgets for both FAs govern the level of compensation. As of 
December 31 , 2009, Treasury paid Freddie Mac a total of $6,106,598.79, against 2 invoices 
submitted for work performed in FY2009. Additional invoices are In process for FY2006 services 
and no invoices have yet been submitted for FY2010. The following details both paid invoices. 


Invoice # 

Invoice Date 

Work performed 

Amount 

MHAC-001 

Oct 6. 2009 

3/1-8/31/2009 

$5,141,708.82 

MHAC-002 

Dec 3, 2009 

9/01 -9/30/09 

$1,018,889.97 


Fannie Mae has yet to submit invoices for work performed in either 2009 or 2010. 

With respect to incentives, there have been no payments to date for Incentives. At this time, 
performance metrics under the FAA have not been formally established and adopted. Fannie 
Mae, Freddie Mac, FHFA and Treasury have been in active discussions about incentive 
payments to the FAs which would be effective October 1, 2009 with the 2010 fiscal year. 


The budgets for the compensation of Fannie Mae and Freddie Mac were drafted in early 2009, 
Immediately after the Financial Agent Agreements were signed. The draft budgets were based 
on discussions between Treasury and the enterprises concerning the services requested and the 
level of effort expected. Fannie Mae, FHFA and Treasury have been In active discussions about 
the reimbursement for services. 

Since that time, however. Treasury has established a HAMP Financial Agent Budget and 
Compensation Review Committee to review the compensation of the enterprises, and revise 
budgets In light of workload and program changes. FHFA Is a non-voting member of that 
committee and has no official role In setting compensation. However, Treasury acknowledges 
FHFA's role as Conservator of Fannie Mae and Freddie Mac which Includes oversight and 
supervision, and recognizes Its Interest In preserving and conserving the Enterprises assets with 
respect to their FA responsibilities regarding MHA. As with other non-voting members of the 
Committee their Input is strongly considered. 
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27. Dollar amount of any Incentive payments issued by Treasury to Fannie Mae and/or Freddie 
Mac, respectively for MHA according to month and year. Please also provide a detailed 
explanation of what specific metric, benchmark, and/or rationale any such Incentive 
payment was based upon. Additionally, please describe any plans for future incentive 
payments to Fannie Mae or Freddie Mac explain in detail the rationale upon which any 
future payments may be based. 

As of December 31 . 2009, no incentive payments have been made to either Freddie Mac or 
Fannie Mae. 

Treasury plans to install an initial form of Incentive-based compensation for the Enterprises this 
fiscal year. The incentives will be similar to those in place for other Treasury Finandal Agents; 
they will be based on quantitative performance measures that consider the accuracy and 
timeliness of processing, quality of deliverables, responsiveness and cost-containment Treasury 
will use its HAMP Financial Agent Budget and Compensation Review Committee as the form for 
developing the structure for incentive payments. 

28. A list of the servicers with staff from Freddie Mac’s compliance unit embedded on sight 
within the servicer’s offices. Please provide the number of embedded staff at each 
servicer according to month from 2009 through the present. Please also provide 
information detailing whether contractors were used at any time as embedded staff at a 
servicer, and If so, please submit the solicitation tosued (If any), the type of contract, the 
proposal (if any) submitted by prospective contractors, the contract, the corresponding 
cost and the number of contracted staff performing such a function. Please also provide 
an explanation as to why embedded staff were placed In the office of any and all servicers. 
For instance, did the compliance unit rseeivs a higher volume of complaintt on a specific 
matter related to failure to abide by MHA guidelines, and if so, what was the exact 
complaint? Who ultlmatsly determines when and where to place embedded staff and/or 
contracted staff? 

Freddie Mac's MHA-C does not have staff embedded onsite within servicer offices. As described 
above (see answers to Q16 a - r), MHA-C uses a number of different techniques and methods to 
assess servicers’ compliance. These activities are performed both on-site and off-site to ensure 
appropriate risked-based coverage of servicers' activities as well as efficiently and effectively 
assess servicers’ implementation of HAMP requirements. 

29. Measures taken to ensure servicers participating In MHA comply with Fair Housing Act 
obligations. Please provide data related to permanent and trial modifleatlons, 
respsctivsly, granted to homeowners according to race and gender along with a detailed 
assessment of Fair Housing Act compliance as it relates to MHA activities. Pleasa also 
Include an account of all actions taken, according to month from 2009 through the 
present, to remedy any Fair Housing Act compliance issues. 

Treasury has required all HAMP servicers to comply with fair lending laws. Servicers are 
required by Supplemental Directive 09-01 to ensure that they do not treat a borrower less 
favorably than other borrowers on grounds such as race, religion, national origin, sex, marital or 
familial status, age, handicap, or receipt of pubHc assistance Income in connection with any loan 
modification. HAMP servicers also are required under the Servicer Participation Agreement to 
develop, enforce and review on a quarterly basis fOr effectiveness an Internal control program 
designed to effectively monitor compliance with applicable consumer protection and fair lending 
laws. 

Treasury has also required all HAMP servicers to collect and report specific borrower and loan 
data elements about trial and permanent modifications. Supplemental Directive 09-06 required 
servicers to begin collecting and reporting Government Monitoring Data to Fannie Mae, as HAMP 
program administrator, on or before January 4, 2010. The Government Monitoilng Data includes 
borrower and co-borrower race, ethnicity, and sex. Freddie Mac, as Making Home Affordable 
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Compliance Agent for the Treasury, performs servicer reviews and oversight and is working at the 
direction of the Treasury Department to Incorporate this expanded data reporting into its servicer 
reviews. 

As Compliance Agent for the Treasury, Freddie Mac reviews compliance with HAMP 
requirements but does not separately review servicer compliance with laws and regulations, such 
as the Fair Housing Act. HAMP servicers are monitored by their respective primary federal and 
state regulatory and/or enforcement agencies for compliance with fair lending laws and 
regulations. 

Treasury has taken numerous steps to prohibit servicers participating In MHA's programs, 
including the Home Affordable Modification Program (HAMP), the Second Lien Modification 
Program and the Home Affordable Foreclosure Alternatives Program, from discriminating 
because of race, color, religion, national origin, or sex. As noted below, however, servicers 
started coilecting the government monitoring data December 1, 2009 per Supplemental Directive 
09-06. The capability to report this data was available in the HAMP system of record {IR2) for the 
January reporting cycle. Servicers are finalizing their implementation of these transactions and 
data is beginning to be reported to IR2. 

Fair Housing Act : The first Supplemental Directive 09-01 published on April 6, 2009, which 
provided guidance on adoption and implementation of HAMP for non-GSE mortgage loans, set 
forth that each servicer is required to comply with all federal, state, and local laws. Specifically, it 
provided that servicers must comply with the Fair Housing Act. This requirement is also stated In 
the Commitment to Purchase Financial Instrument and Servicer Participation Agreement (SPA) 
that each servicer must execute to participate in the HAMP. 

In addition, the Treasury published Supplemental Directive 09-02 on April 12, 2009 which 
established agreements, on behalf of the Department of Housing and Urban Development (HUD), 
between Fannie Mae, In its capacity as a financial agent to Treasury, and participating loan 
servicers to collect and to report Government Monitoring Data consisting of race, ethnicity, and 
sex of borrowers. This data will enable HUD to monitor compliance with the Fair Housing Act and 
other applicable fair lending and consumer protection laws. Further guidance on collecting 
Government Monitoring Data is provided through periodic updates to the Frequently Asked 
Questions document available on www.HMPadmin.com . 

Supplemental Directive 09-06 published on September 11, 2009, provided servicers with specific 
data requirements designed to capture information under scenarios that may occur when a 
mortgage loan is evaluated for HAMP (including whether or not a trial modification plan is offered 
or accepted, whether or not an official HAMP modification is entered into, whether or not 
Government Monitoring Data has been collected, etc.). Servicers were required to collect the 
data fields In this Supplemental Directive starting on December 1 , 2009 and report the Information 
in the following month in which they were collected. Therefore, the first time the data elements 
were reported into the Treasury system of record was on or before January 4, 2010. 

Equal Credit Opportunity Act : The first Supplemental Directive 09-01 instructed servicers to notify 
a borrower after determining that the borrower does not meet the underwriting and eligibility 
requirements in HAMP. Treasury also requires notices to borrowers advising them of the primary 
reason or reasons for a determination of Ineligibility, thus ensuring that determinations of 
ineligibility are not based on race, color, religion, national origin, or sex. The notice requirement 
became effective January 1, 2010. 

At the present time, data regarding the race and gender of homeowners in permanent and trial 
modifications Is very limited due primarily to the fact that the reporting of Government Monitoring 
Data did not start until January 2010. 

30. Measures taken to ensure non-English speaking homeowners are provided with 

information relating to foreclosure prevention msasuree by Fannie Mae, Freddie Mae and 
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Treasury. Please submit such informatiort according to each loss mitigation program 
offered by Treasury. 

Overview 

Treasury has worked collaboratively with Fannie Mae, Freddie Mao, and with other partners to 
increase awareness of HAMP. The success of the program depends on reaching as many 
homeowners as possible — including homeowners who do not speak English — and ensuring they 
have maximum access to HAMP and foreclosure prevention Information. We do this by providing 
a variety of ways for homeowners to get information, including the following: 

• Printed program materials 

• Web sites 

• Call Centers and phone assistance 

• Foreclosure prevention events for homeowners 

• HAMP documents 

• Media outreach 

• Public awareness campaign 

• Housing counselors 

Printed Program Materials 

Treasury, in collaboration with Freddie Mac and Fannie Mae. has developed, translated, and 
produced a variety of consumer-friendly printed promotional materials and other collateral to help 
educate borrowers about HAMP. The vast majority of these materials are available in multiple 
languages. 

These materials have been developed, translated, and distributed by Treasury, Fannie Mae, and 
Freddie Mac both directly to homeowners at foreclosure prevention workshops, and also 
indirectly through public officials, housing counselors, nonprofit organizations, and others. 
Additionally, most of these materials can be downloaded by homeowners through the 
"Resources" tab of www.MakingHomeAffordabie.gov. Servicers and counselors can download 
these materials through the "Resources" tab of www.HMPAdmin.com for distribution to 
homeowners. 
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The primary websKe for HAMP is www.MakinQHoweAffordable.qov . This web site, maintained by 
Treasury, encourages homeowners to determine their basic eligibility for the program, provides 
basic informatfon about the program, warns homeowners of scams, and dire^ homeowners to 
the Homeowner's HOPE Hotline™ and to HUD-approved housing counselors for more direct 
assistance. Much of the information provided on www.MakingHomeAffbrdable.gov is currently 
available in both English and Spanish. 

Treasury, with support from Fannie Mae, is in the process of developing additional information 
and tools in a variety of languages. We are adding, for example, new landing pages in 

Portuguese, Chinese. Korean, Vietnamese, Tagalog, and Hmong. Additional^, on both 
MakingHomeAffordable.gov and www.YouTube.comrit^akingHomeAffbrdabie, we are adding a 
set of Spanish-ianguage instructional videos to complement the current collection; Tour Path to a 
More A^rdable Mortage," "Driver’s Seat," and Tour 'To Do' List for a Permanent Modification.' 

To support servicers' understanding and implementation of program guidelines we have also 
created www.HMPAdmin.com . On this site, which is managed by Fannie Mae, servicers— plus 
housing counselors and other borrower advocates— have direct access to toe information and 
tools needed to participate in HAMP, including Treasury guidance through Supplemental 
Directives, leaming/trainlng opportunities, templates and tools, program news, and updates. In 
toe sedion recently added for housing counselors, a program overview video Is available in 
English and Spanish. 

Fannie Mae's website promotes HAMP in multiple ways. From toe Home page of 
www.F3nnieMae.com, HAMP is most prominently featured. It is also easy to find in the 
"Homeowners' tab. On this site, every related page can be accessed in either English or 
Spanish. 

Freddie Mac's website (www.FreddleMac.com) also offers strong promotion of HAMP. In addWon 
to offering every page in its 'Making Home Affordable' and 'Avoiding Foreclosure' sections in 
Spanish, there is a Spanish-ianguage loan lookup tool that enables homeowners to determine 
utoetoer Freddie Mac owns their mortgage, which is helpful to know when determining prc^ram 
eligibility or servicer participation. At www.YouTube.com/FreddieMacWeb . visitors can watch 
'Stop Foreclosure: Documents Your Lender Needs to Help You' in English or Spanish, 

Pwtfff f Ph9n,f ATiUtunifff 

The Homeowner's HOPE Hotline (088-995-HOPE (4673)), created by toe HomeownersWp 
Preservation Foundation, gives homeowners a way to speak with counselors about their 
concerns. Through the free help provided, homeowners get information about HAMP and 
determine their basic eligibility for toe program. Treasury has established an additional Hotline 
resource to help homeowners who are having difficulty within toe modification portion of HAMP. 
When those homeowners call toe Hotline and ask for ”MHA Help,' they are connected to a 
dedicated team of HUD-approved housing counselors who are able to thoroughly explain 
program guMellnes, review their cases, and work virlto their servicers to resolve their l»ues. 
Operators vitoo speak English and Spanish are available around toe clock, and services are 
available to callere in more than 160 additional languages by request. Treasury, Fannie Mae. 
and Freddie Mac all promote toe HotNne. Fannie Mae manages Treasury’s financial support of 
toe Hotline and nKsnitors training provided to Hotline staff, 

Fannie Mae and Freddie Mac expanded their corporate call centers— 800-7FANNIE and 800- 
FREDDIE respedively— to improve their ability to respond to homeowner Inquiries about the 
Making Home Affordable program. Both call centers take calls in English and Spanish. Fannie 
Mae's call center also takes calls In 140+ other languages upon request. 

Fowcloeuf# Freventton Evente for Homtownere 

Trea8Ufy-4n collaboration with Fannie Mee, Freddie Mac, HOPE Now, NelghborWoria America, 
and otoere— Is engaged in a 40<ity tour to promote MHA In communitos nafionwide. The 
centerpiece of each stop includes a foreclosure prevention event where distressed homeowners 
can speak face-to-face iMto their servicers, HUD-approved housing counsslors, end Fannie Mae 
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and Freddie Mac staff. In promotion of these events. Treasury, Fannie Mae and Freddie Mac 
work together to design and distribute bilingual (SpanisWEnglish, Vietnamese/English, 
Korean/English, and Tagalog/Engiish) promotional flyers and postcards, and community outreach 
is done through local partners and multicultura! media outlets to encourage borrowers to attend 
these foreclosure prevention vrarkshops. At the events, MHA presentafions to homeowners 
waiting to meet with servicers or counselors are presented in both English and Spanish. This 
year, we are planning to increase the number of ads we typically place on Spanish-language 
radio stations. 


At past events, we have provided interpreters based on the anticipated needs of the community. 
At one event, for example, we secured interpreters onsite for Spanish, Chinese, Korean, and 
Vietnamese. Now, we more efficiently ensure that homeowners have onsite access to 160 
languages through a third party translation service. 

In support of these events, Freddie Mac distributes bilingual (Spanish/Engiish) promotional flyers, 
provides bilingual staff at events, recruits bilingual volunteers, and conducts bilingual 
presentations to homeowners waiting to meet with servicers or counselors. 

In addition to their support of Treasury's efforts, Fannie Mae and Freddie Mac also participate In a 
number of third-party hosted foreclosure prevention events wrhere they distribute MHA collateral, 
primarily in English and Spanish. Outreach has also included distribution at local churches and 
public libraries within communities of color with the high foreclosure rates. 

HAMP Documatrts 

Treasury worked with Fannie Mae and Freddie Mac to develop Spanish translations and/or 
instructions for the following HAMP documents: 

• HAMP Modification Agreement and authorized changes to the agreement 

• Making Home Affordable Request for Modification and Affldawt 

• HAMP Hardship Affidavit 

• HAMP Trial Period Plan Notice 
. IRS Form 4506T-EZ 

Freddie Mac is also developing English and Spanish HAMP borrower solicitation letters, a trial 
modification package cover letter for borrowers solicited through their its Mortgage Solution 
Center, and a Spanish-language leave-behind for eligible borrowers as part of their ongoing door- 
knocking campaign. 

Media Outreach 

To broaden the reach of MHA foreclosure prevention efforts and to help educate homeowners 
about the help available through MHA, Treasury, Fannie Mae, and Freddie Mac acfively pursue 
earned media. When Treasury sponsors a foreclosure prevention event, for example, Treasury 
and Fannie Mae work together to secure and conduct Interviews with local English and Spanish- 
language media outlets targeting Latinos (Including focal and syndicated radio, TV and 
newspapers) and the Aslan press before or during the event 

Shortly after the MHA program launch, Freddie Mac conducted a satellite media tour promoting 
MHA and targeting struggling borrowers via Hispanic print, radio, and television. Freddie Mac 
also circulated one national and four regional press releases In Spanish announcing the recent 
launch of Freddie Mac’s Borrower Help Centers and Borrower Help Network. Additionally, the 
following camera-ready bylined articles are featured In English and Spanish in the Freddie Mac 
Media Room, and are expected to be circulated by NAPS to thousands of community 
newspapers, for viewing by millions of readers: 

• New Program Offers Mortgage Modification 

• New Program to Aid Mortgage Holdera 

• Tips on Avoiding Mortgage Fraud and Scams 

PBMte AWftMMi CimMiflP 
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Treasury, with support from Fannie Mae, is working with ttie Ad Council on a two-part PSA 
campaign initiative. First, we partnered with 8ie Ad Council, NeighborWorks America and HUD to 
refr^ an existing foreclosure prevention PSA campaign. This refreshed PSA campaign is 
available for airing in English on television and radio stations atxoss the country. We are 
developing a brand-new campaign in partnership with the Ad Council to launch in the second 
quarter of 2010. This new campaign will feature English and Spanish PSAs on television, radio, 
outdoor, and internet, and other print promotional materials. Promotion of the campaign will 
include outreach to Spanish-language press. 

Houaino Counselors 

Treasury worked with Freddie Mac to produce an MHA overview training video to help housing 
counselors work with homeowners who need help. The video was produced in English and 
Spanish, and is accessible to housing counselors through HMPAdmin.com. 

Freddie Mac also established Borrower Help Centers and a Borrower Help Network, in which 
non-profit organizations offer holistic counseling services in English, Korean. Spanish, and 
Vietnamese. 
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The National Community Reinvestment Coalition 

The National Community Reinvestment Coalition is an association of more than 600 
community-based organizations that promote access to basic banking services, including credit 
and savings, to create and sustain affordable housing, job development, and vibrant 
communities for America's working families. Our members include community reinvestment 
organizations, community development corporations, local and state government agencies, 
faith-based institutions, community organizing and civil rights groups, minority- and women- 
owned business associations, and social service providers from across the nation. Their work 
serves primarily low- and moderate-income neighborhoods and communities. 

NCRC is a recognized United States Department of Housing & Urban Development 
National Housing Counseling Intermediary Organization who, with its affiliates, provides 
foreclosure prevention, pre-purchase, landlord tenant, fair housing, reverse mortgage, 
consumer credit and financial education services at no cost to consumers. 

The Board of Directors would like to express its appreciation to the NCRC professional 
staff that contributed to this publication, and continue to serve as an invaluable resource to all 
of us committed to promoting responsible lending and a financially inclusive society. For more 
information, please contact: 

John Taylor, President and CEO 

David Berenbaum, Chief Program Officer 

Michael D. Mitchell, Esq., Director, National Neighbors 

Jeffrey Paul May, Assistant Director, National Neighbors 

Cheryl Cassell, Manager, NCRC Housing Counseling Network 


© 2010 by the National Community Reinvestment Coalition. Reproduction of this document is permitted and 
encouraged, with credit given to the National Community Reinvestment Coalition. 
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Executive Summary 

Foreclosure prevention and rescue modification scams present a growing concern for 
the consumer protection community. Numerous consumer complaints and NCRC's mystery 
shopping investigation confirm that companies that pose as "rescuers" are a pervasive threat 
to community stability and sustainable homeownership. This report identifies common scams 
perpetrated against consumers, including phantom help, reverse mortgages, title theft, and 
short sale fraud, and highlights those important red flags that every homeowner must know. In 
addition, NCRC's findings demonstrate that an aggressive legislative solution and added public 
and private oversights and enforcement is necessary to prevent consumers from being 
harmed. 

Over 80% of the companies "tested" in this study gave consumers problematic advice 
and offered little or no guarantees for their "professional" services. They quoted consumers an 
average fee of $2600 for the same services that could be readily obtained from HUD Certified 
Counseling Agencies or by dealing directly with mortgage servicers. Furthermore, many 
companies were truly out to scam homeowners, looking to strip equity, steal title, or sell 
services that would allow the company to profit at the expense of consumers and lead to 
foreclosure and irreparable harm to the consumers’ credit and financial situation. Less than 20 
percent followed Federal Trade Commission (FTC) guidance that requires companies to inform 
consumers of alternatives such as nonprofit organizations that provide foreclosure prevention 
services for free. In about a quarter of the mystery shopping calls, the shoppers were advised 
not to pay their mortgage or have any contact with their lender. 

Foreclosure modification scams have been a problem for years. However, with the 
recent increase in foreclosures, scams have become more prevalent and present a significant 
consumer protection concern. 
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Background & Recommendations 

Solving the foreclosure crisis is critical for the economic health of this country. Since 
the onset of this crisis, $7 trillion in household wealth has been lost. This translates into 
reduced consumer spending, depressed business activity, a lower gross national product, lower 
property tax receipts, and higher local and state budget deficits. Foreclosures do not only 
impact individual homeowners but entire neighborhoods through declining property values, 
increases in abandonment, decay, crime, and vandalism. In short, the continued failure to 
adequately address this crisis multiplies the profound social, cultural, and economic injury to 
our nation. 

The foreclosure tsunami has been further compounded by the highest unemployment 
rates in the last quarter center. In a vicious cycle, the record rates of unemployment and 
reduction in wages are now feeding continued foreclosures. 

In the face of this "Great Recession" the Bush Administration encouraged the private 
sector to create the HOPE Now Alliance with the purpose of coordinating the foreclosure 
prevention efforts of counseling organizations, servicers, and other financial institutions. While 
the HOPE Now Alliance recorded 3.1 million loan workouts during 2007 and 2008, two-thirds of 
these workouts only deferred or re-scheduled borrower payments without lowering monthly 
payments. Meanwhile, the foreclosure crisis worsened. 

Subsequently, the Obama Administration created two programs, the Home Affordable 
Modification Program (HAMP) and the Home Affordable Refinance Program (HARP) that aimed 
to increase the number of loan modifications and refinances by offering public subsidies to 
financial institutions and borrowers. Using $75 billion of funding from the Troubled Asset 
Relief Program (TARP), HAMP's goal is to reach 3 million to 4 million borrowers. 

Unfortunately, these current programs are not keeping pace with foreclosures. Today, 
after almost a year of its launching, the HAMP program has fallen short of this goal. While it 
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has offered homeowners almost 1.35 million trial modifications, only 170,207 or 12.5 percent, 
have been converted into permanent modifications. In addition, the HARP program has 
assisted only 200,000 borrowers refinance into lower cost loans. The fact of the matter is that 
these federal government programs and the good faith efforts of servicers alone are not 
sufficient to reduce the volume of foreclosures that last year displaced 2.9 million households 
and this year economists estimate may reach as many as 4.5 million mortgage holders as 
Option ARM resets and interest rate adjustments hit. 

As consumers struggle to maintain their housing, "predatory" for-profit foreclosure 
prevention service providers are undermining the legitimate efforts of the Administration, 
mortgage servicers, the HOPE Now Alliance, HUD Counseling Intermediaries and their affiliated 
state and local counseling agencies who work with consumers at no cost. 

Testing of foreclosure prevention service providers reveals that consumers experience a 
wide range of treatment. In the best-case scenario, consumers receive fair advice, and cost- 
effective strategies for preserving homeownership. However, many companies have been 
revealed to be sources of misinformation. Further testing is needed to fully assess the nature 
of the problem, but many avenues for consumer-protection enforcement are already apparent. 

The testing results underscore the need for an effective legislative soiution and 
increased public and private sector oversight combined with effective education and outreach 
to ensure consumers work with responsible providers. Modification companies are often 
operating in a regulatory vacuum, without any accountability, and may be preventing 
consumer access to the Home Affordable Mortgage Program and the Home Affordable 
Refinance Program. 
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Foreclosure Rescue Scams: A Nightmare Complicating the American Dream 

Each year counselors within the NCRC Housing Counseling Network assist thousands of 
consumers. These United States Department of Housing & Urban Development certified 
Housing Counselors understand that for each and every family we counsel, the possibility of 
losing their home to foreclosure is real and terrifying. However, the reality that scam artists 
are preying on the vulnerability of desperate homeowners is equally frightening. This is why 
NCRC commissioned over 200 mystery shops of for-profit foreclosure prevention providers in 
2009. 


NCRC frequently receives "eleventh hour" requests from consumers who facing 
imminent foreclosure and have been taken advantage of by so-called foreclosure rescue 
companies or foreclosure assistance firms. They operate under a bait-and-switch technique, 
promising homeowners that they can save their home. Many inform consumers that they can 
more effectively navigate the maze of federal and state foreclosure assistance programs and 
speed the process along with their mortgage servicer. Many were brazen enough to offer a 
money-back guarantee without placing the assurance in writing. Unfortunately, once a 
foreclosure fraudster takes homeowners’ money, they leave consumers much the worse for 
wear. 


It is NCRC's counselors' experience that fraudulent foreclosure "rescue" professionals 
use half-truths and outright lies to sell services that promise relief and then fail to deliver. Their 
goal is to make a quick profit through the fees or mortgage payments they collect from 
consumers, but do not pass onto the lender. Sometimes, they even assume ownership of the 
property by deceiving the homeowner. Then, when it’s too late to save our client’s home, they 
take the property or siphon off the equity. Ultimately, the consumer, who thought that they 
were working with a reputable firm, loses their home to foreclosure despite their best 
intentions. 
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How the Scams Work 

Foreclosure rescue firms use a variety of tactics to find homeowners in distress. Some 
sift through public foreclosure notices in newspapers and on the Internet, or through public 
files at local government offices, and send personalized letters to homeowners. Others take a 
broader approach through ads on the internet, on television, in the newspaper, with posters 
on telephone poles, median strips and bus stops, or with flyers or business cards at your front 
door. The scam artists use simple and straight-forward messages, including: 

"Stop Foreclosure Now!" 

“We guarantee to stop your foreclosure. " 

"Keep Your Home. We know your home is scheduled to be sold. No Problem!" 

"We have special relationships within many bonks that can speed up case approvals. " 

"We Can Save Your Home. Guaranteed. Free Consultation" 

"We stop foreclosures everyday. Our team ofprofessionals can stop yours this week!" 

Once they have a customer's attention, they use a variety of tactics that have been 
weil-documented by the National Community Reinvestment Coalition, Housing Counselors, the 
Federal Trade Commission, State Attorney Generals, The United States Department of Housing 
& Urban Development, the National Consumer Law Center, and the media. 
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Documented Mortgage Scams 

NCRC's Housing Counselors have reported and NCRC fair lending "testers" or "mystery 
shoppers" have documented the following scenarios that consumers should be aware of and 
avoid: 

Reverse Mortgage Fraud 

Method: Elderly people who may have lost retirement funds sometimes turn to a 
reverse mortgage, which allows them to take a new mortgage out on a house they've 
already paid off. While this is sometimes a helpful tool, industry watchers and 
government officials warn about people charging sky-high fees. 

Result: Elderly people are either cheated by high fees or, in worst-case scenarios, lose 
their house because they signed documents they did not understand. NCRC has 
testified on this issue before the House Financial Services and Judiciary Committees, 

Phantom Help 

Method: A type of foreclosure rescue scam in which a fraudster collects an upfront fee 
from homeowners trying to save their homes from foreclosure - and then disappears. 

Result: Criminals do nothing and pocket the fee. 

Mortgage-Related identity Theft 

Method: Perpetrators use stolen identities to buy properties outright or take out 
mortgages. 

Result: Victims find out they are on the hook for mortgages and loans, even though 
they believed that they were released from their mortgage obligation. 
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Short Sale Fraud 

Method: A buyer colludes with real estate agents or others to give faulty appraisals or 
broker price opinions to banks and conwnces them a property is worth (ess than it is. 

Result: Banks are defrauded and surrounding property values can drop. This is a 
growing problem, and NCRC is very concerned about the use of BPOs in the Obama 
administration's new Make Home Affordable Foreclosure Alternatives initiative. 

Bait And Bump 

Method: Lenders or brokers dangle attractive loans in front of desperate homeowners. 
But when it comes time to close, buyers are told that they do not qualify or that it's too 
late to switch. 

Result: Homeowners are left with mortgages they can't pay for or end up signing away 
their homes. 

Equity Stripping Or Skimming 

Method: There are several definitions for this, one of which is synonymous with lease 
buy-back (see below). Another iteration occurs when a fraudster convinces people to 
invest in or buy properties, using their credit to get loans for inflated property values, 
but walks away. 

Result: Investors are left with properties, which often have been neglected and have 
gone into foreclosure. 

Lease Buy-Back 

Method: Homeowners facing foreclosure sign over the deed to a company or individual 
who promises to sell it back after a period of time, during which the homeowners can 
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get their finances in order. In the meantime, they are told they will be allowed to rent 
the house. 

Result: The scammer evicts the original homeowner-turned-renter and keeps or sells 
the property. 

Bankruptcy Foreclosure 

Method: The scam artist may promise to negotiate with the lender or to get 
refinancing on the consumer's behaif if they pay an up-front fee. instead of contacting 
the lender or refinancing the loan, the scam artist pockets the fee and files a 
bankruptcy case in the consumer's name - sometimes without their knowledge. 

Result: While this bankruptcy filing may stop the home foreclosure, it will only 
temporarily due so. Further, the bankruptcy process is complicated, expensive, and 
unforgiving. For example, if the consumer fails to attend the first meeting with the 
creditors, the bankruptcy judge will dismiss the case and the foreclosure proceedings 
will continue. Ultimately, the consumer will lose the money he or she paid to the scam 
artist as well as the home. Also, a bankruptcy stays on your credit report for 10 years, 
and can make it difficult to obtain credit, buy a home, get life insurance, and sometimes 
get a Job, 
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10 "Red Flags" 

If you're looking for foreclosure prevention help, avoid any business that: 

1. Guarantees to stop the foreclosure process - no matter what your circumstances; 

2. Instructs you not to contact your lender, lawyer, or credit or housing counselor; 

3. Collects a fee before providing you with any services; 

4. Accepts payment only by cashier's check or wire transfer; 

5. Encourages you to lease your home so you can buy it back over time; 

6. Tells you to make your mortgage payments directly to it, rather than your lender; 

7. Tells you to transfer your property deed or title to it; 

8. Offers to buy your house for cash at a fixed price that is not set by the housing market 
at the time of sate; 

9. Offers to fill out paperwork for you; or 

10. Pressures you to sign paperwork you haven't had a chance to read thoroughly or that 
you don't understand. 
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How Can Consumers Avoid Becoming a Victim? 

• Be skeptical of people who make unsolicited contact. 

• Do not hesitate to ask as many questions as you need until you understand what you 
are signing. 

• Do not sign blank forms. 

• Check to make sure your name is correctly on documents and matches your 
identification. 

• Check company, mortgage agent, real estate agent and lawyer's certifications through 
state agencies. 

• Review the value of the home by comparing it with others nearby, and go over the sales 
history of the home to see whether the value has been inflated through multiple sales. 

• Remember, if it's too good to be true, it probably is. All HAMP, HARP and FHA 
assistance programs are time consuming and servicers are overwhelmed by requests for 
assistance. Do not believe any providers representations that we will be able to fast 
track your application at a cost. 
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Foreclosure Modification Scams: NCRC Fair Lending Audit 

Foreclosure modification scams have been a problem for years. However, with the 
recent increase in foreclosures, scams have become more prevalent and present a significant 
consumer protection concern. By promising an easy fix for a fee, scammers mislead 
homeowners into believing that they will get a modification that significantly lowers their 
payment, or stabilizes an exploding adjustable rate mortgage ("ARM"). Consumers are 
encouraged to deal only with the for-profit company or mortgage service provider, and 
sometimes are advised to cease making payments as they are contractually obligated to do. 
Scammers often fail to deliver the services they advertise, and consumers are left in a worse 
position than before - further behind on their home loan, with no recourse or hope of a 
refund. More vulnerable than ever, consumers may fall prey to other schemes, such as a 
transfer of title without a release of the mortgage obligation. Directed to make rental 
payments to the new owner, the home may still fall into foreclosure. At the end of the process, 
consumers find themselves without equity, with scarred credit, and with nothing to fall back 
on. Community ties are ruptured and neighborhoods become more prone to blight, 
disinvestment, and elevated crime. 

To address the concerns surrounding rescue scams, NCRC conducted a research study 
for three months in mid-2009 by using "fair lending matched pair testing" or "mystery 
shopping" to assess the extent of the problem. Our findings demonstrate that an aggressive 
legislative solution and added public and private oversights and enforcement are necessary to 
prevent consumers from being harmed. 
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Fair Lending Audit Methodology 

Mystery shoppers called national and local foreclosure prevention service providers to 
ascertain: 

1. The fees for their services; 

2. The types of services offered; 

3. The documentation that was required to receive services; and 

4. The types of agreements/arrangements troubled homeowners must enter to receive 
services and/or keep their homes, and other recommendations that were made. 

The mystery shoppers posed as distressed borrowers who were delinquent in their 
mortgage payments and needed foreclosure prevention assistance. 

Shoppers informed service providers of a scenario in which they had received an interest- 
only loan that was initially affordable, but had adjusted sharply to rates above the current 
market. After several years in their homes, the shoppers had lost at least 20 percent of their 
property value, but could afford their mortgage balance under the initial terms of the loan, and 
under current market rates. These troubled borrowers had missed the previous month's 
payment and had been yet unable to pay the current month's payment, making them 31 to 59 
days behind, depending on when the test was carried out. No shoppers were yet in 
foreclosure, and a loan modification would be a sustainable solution to ensure continued 
homeownership. 

Mystery shoppers were instructed to only disclose information about their financial 
hardship, and not to disclose personal information such as property address, date of birth, last 
name, home phone number, social security number and loan number. 
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In this study, our intent was to replicate the behavior of a troubled borrower who is on the 
cusp of foreclosure, Is seeking help, and is a viable candidate for assistance, In total, over 200 
"shops" of foreclosure prevention service providers were conducted. 

NCRC's Housing Counseling Network and National Neighbors professional staff used the 
internet, radio advertisements, complaint and intake logs and in-house database repositories 
to research and identify national and local foreclosure prevention providers. From this 
research, a list of 115 of service providers was generated. Seventeen of these were found to 
have invalid phone numbers, indicating the "fly-by-night" nature of this emergent industry. 


Companies Tested 

123 Fix My Loan 
877 You Keep 
Access Loss Mitigation 
Advantage Loan Modification 
All Options 

American Executive Mortgage Group 
American Foreclosure Prevention 
American Foreclosure Specialists 
American Loan Modification Agency 
American Mitigation Group 
Apply 2 Save 

Avoiding Mortgage Foreclosure 
Benjamin Law 


Chase Colby 

Clear Home Relief 

Debt Negotiation, com 

Debt Plan/Consumer Credit Counseling 

Diversified Real Estate Consultants 

Emitigation 

EnTrust Home Solutions 
Federal Loan Modification 
Federal Loan Modification Bureau 
Federal Loan Modification Service 
FHA Refinance Loans 
FHA.com 

Financial Restoration, fnc 
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Fleischman Consumer Law Center 

Foreclosure Assistance of America 

Foreclosure End 

Foreclosure Shield 

Fransen & Molinaro 

Free Loan Modification 

Fresh Start Financial Solutions 

Fresh Start Mortgage Solutions 

Green Credit Solutions 

Griswold & Agdeppa 

Heartland Loss Mitigation 

Help for Homeowners 

HELP Me Stop Foreclosure 

Help U Modify 

Home Foreclosure Fighter 

Home Loan Modification Advisors 

Home Payments Made Easy 

Home Relief Assistance 

Home Rescue Center 

Home Solutions of North America 

Homeowner Help 2009 

Hope for Homeowners and Hope Now 
Mortgage 


HopeNow Mortgages 
Intellichoice Mortgage Services 
loannou and loannou 
Jack 1. Hyatt, Attorney at Law 
Keep A Home 

Keep Your Payment Low.com 

Law Office of J. Scott Morse, LLC 

Legal Loan Bailout 

Lend Sure 

Liberty American 

Loan Mediate.com 

Loan Modification Hope 

Loan Savings Solutions 

Loan Shrink 

Loan Workout 

MD Loan Modifiers 

MDF Financial Services 

Merrimac Mortgage Co. Inc 

Mitigation Online Consultants 

Modification Center 

Mortgage Assistance Now 

Mortgage-Relief.info 

MortgageRelief 411 
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My Loan Counts.com 

National Foreclosure Assistance 

National Foreclosure Relief Services 

National Mortgage Help 

Nationwide Foreclosure Prevention Center 
LLC 

No Bull Financial, LLC 
Omni Mortgage Corp. 

One Stop Attorneys, PLLC 
Parsa Law Group 
Pro Loan Finders, LLC 
Rapid Law 

Raymond, Louis & Fitch 

Repair Your Loan 

Rodis Law Group 

Save My Home Now 

Save My Home USA 

Save Your Dream 

Save Me From Foreclosure.com 

Saving the American Dream 

Sirody, Freiman & Feldman, PC 

Sky Business Solutions 

Slade Law Center/HomeShield 


Start A Loan Mod 

Stop Foreclosure 

Stop Foreclosure 2 Day 

Stop Foreclosure Center 

Stop Foreclosure Help Today 

Stop Home Foreclosure Help 

Stopping Foreclosures 

The Debt Advocacy Center, LLC 

The Home Loan Modification Center 

The Lilly Law Group 

The Mortgage Bailout Company 

Trinity Debt Management 

United Capital Mortgage Assistance 

United States Mortgage Repair 

US Home Help 

US HUD.com 

US Loan Assistance Center 
Walk Away Plan, LLC 
Web Loan Mods 
Weissman Law Firm, PLLC 
Wilshire Holding Group, Inc 
Wisdom Companies , LL 
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Audit Findings & Analysis 
Fees for Services 


Fees were found to vary greatly across the project, from $199 for a do-it-yourself foreclosure 
prevention kit, to a modification fee of $5,600 over four months. 
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Smim’f . NCRC' Foreclosure Prevention Sendee Providers: Wliat Consumers Should Know '& Red Flags to Avoid 

Offers of service at steep fees were often tempered by refund policies, or reassurances 
of help. When a refund policy was described, it was most frequently for 100% of the initial 
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payment. One company even advised one of NCRC's testers that they would not only refund 
the entire fee if they could not help, but that an additional $200 would be provided due to any 
inconvenience. However, it is notable that less than half of the testers were informed about 
fees, and only in a handful of cases did the company offer them in writing. Further testing is 
necessary to track this trend. 


Table II: Fees Discussed with Testers 



s« ’"ff» tpiw 

.'Source: NCKC' t-oreclosurc Frcvenhon Servjce I’rovnkrs: What Consumers i>hould Know & Ked Kiags lo Avoid 


Types of Services 

With few exceptions, service providers recommended testers pursue loan 
modifications. A small number of companies followed recent FTC guidance by advising 
consumers that there were other options at their disposal, such as nonprofit assistance, or 
governmental help. However, this occurred in only 20% of the calls. It is important to note that 
at the time of this testing, the Home Affordable & Refinance Mortgage programs had recently 


21 



393 


been announced, while the FHA & Hope Now Programs were operating. Despite this, it is our 
counselors' experience that while for-profit corporations today are working with the HAMP 
and HARP programs, they are not assessing the consumers' qualifications for the respective 
programs before charging them a fee. This is another area for follow-up testing. 

Furthermore, companies frequently advertised assistance, but did not state their actual 
service area. When contacting these companies, testers were sometimes told that the 
company was not licensed locally, in ten instances they were referred to other resources, 
including 995-HOPE and their state attorney general's office. 

Other companies, such as a bankruptcy law firm that advertised assistance with loan 
modification, created confusion when they were contacted and offered only bankruptcy 
services. 

Few companies represented that an applicant was certain to receive a successful 
resolution. Instead, companies frequently advised consumers that they were able to help a 
significant portion, such as 98%, of their applicants, or made vague statements about the vast 
majority of their clients having positive outcomes. Stilt others declined to guarantee successfut 
resolutions, but said that all of the clients they accepted were helped, citing pre-screening 
policies. Many companies also claimed to have a positive Better Business Bureau rating. 


Documents Needed 

As a part of their profile, testers were instructed to ask what documentation would be 
necessary to complete a modification process. Some foreclosure prevention service providers 
said that it would be like documenting a mortgage refinance, or that a list of needed items 
would be provided at a later date. About a third of the time, testers were told specifically what 
items were needed. Most frequently, service providers requested information about the 
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existing mortgage |e.g. a monthly statement) or about income (e.g. paystubs, W2s, or tax 
returns). Some service providers also asked for a monthly budget or a hardship letter. 

As a model of what a responsible loss mitigation program should include, NCRC 
referenced a list of standard documents that are routinely requested by HUD-Certified 
Counseling Agencies, NeighborWorks affiliates, and the Hope Now Alliance, all of whom do not 
charge for their services. These documents include: 

• Proof of income (W2's, pay stubs, or bank statements); 

• Reason for default; 

• Monthly expenses (heating, phone, gas and electric utility bills, attd food costs); 

• Unsecured debt (credit cards, personal loans, car payment, additional mortgages); 

• Medical expenses; and 

• Insurance; 

Overall, when documentation was requested - which was less then 50% of the time - 
the items requested by modification companies did not deviate from what is required under 
HUD-Certified Counseling Agency, NeighborWorks, and the Hope Now Alliance programs. 
However, without full file review, the quality of the services offered is very much in question. 


Service Providers’ Recommendatiorjs 

Several companies told testers that their rate adjustment would not be perceived as a 
hardship, because it was a risk they took by obtaining an adjustable rate loan. This is inaccurate 
advice. One representative instructed a tester to write a hardship letter that said her mother 
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had been ill, because the loss of income would not be verified. This clearly, is inappropriate 
advice under this testing profile. 

More problematic, however, was the fact that in over 50% of the tests service providers 
advised testers that they should not pay their mortgage. This raises a significant consumer 
protection problem. The examples below illustrate the kinds of misrepresentations that 
present a concern. 

Vignette I 

When testing a service provider in California, the tester was told that upon receipt of her 
application, her bank would be contacted and that she would not have to make her 
mortgage payment for 90 days. Instead, she was to pay the service provider. When the 
tester expressed concern about what would happen to her credit during that time period, 
she was told that here would be no reporting while the company was working on her 
application. 


Vignette 11 


In a test of a company in Ohio, an agent emphasized that the control tester should not 
speak to her bank, and that if she gave them financial information, it would hurt her 
chances of receiving assistance. The agent said that he would give the bank what 
Information they needed to know, and that the tester should not make her payment 
while he negotiated. 
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Vignette III 


A company In Florida told a protected tester that she would not have to make her 
mortgage payment for the two or three months it would take for them to arrange a 
modification for her. The agent told the tester that it would not hurt her credit while 
they would be representing her. 


Other Issues 

A significant number of tests showed that companies were unreachable or unwilling to 
assist consumers who did not provide their last names, home addresses, or other personal 
information. This leaves consumers at a disadvantage when they are attempting to contact 
multiple companies to find the best deal. 


Vignette IV 

One prominent entity maintains several differently-branded websites offering 
modification assistance, all with the same phone number. When tested, this company 
was revealed to be a source of leads for purchase for other service providers. Testers 
could not move ahead without revealing personal details, but were told that they would 
be matched to the "best" service provider in their locai area. 


Recent Legislative Initiatives 

Recently, Representative Gwen Moore (D-WI-4) introduced the Foreclosure Rescue 
Fraud Act of 2009, H.R. 1231. This bill places restrictions on "foreclosure consultants" in an 
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attempt to ensure that consumers are treated fairly in foreclosure rescue transactions, and 
gives servicers the responsibility of warning delinquent consumers about rescue scams and 
companies that might prey on them. 

A strong federal standard is needed to protect consumers in foreclosure. In a number of 
states, legislators have already responded to the foreclosure rescue scam crisis by passing new 
legislation that addresses licensing or similar issues. For example, Nevada recently passed a bill 
that requires foreclosure rescue companies to be licensed in the manner of mortgage brokers.* 
While the Moore bill does not preempt stronger state and local laws, it may give consumers a 
false sense of security and exacerbate the problem if passed as written. 

The bill contains a significant loophole by exempting attorneys and licerrsed real estate 
brokers from the obligations and responsibilities placed on foreclosure consultants. NCRCs 
investigation has confirmed that many law firms, former subprime tenders and other real 
estate professionals have diverted their talents to foreclosure assistance services. These 
players, with their extensive knowledge of mortgages and the financial system, also have a 
greater ability to abuse the trust of consumers. The Moore bill provides a weaker standard 
than some states in terms of protecting consumers from industry experts. 

The bill also fails to address a number of issues that NCRC finds to be of the highest 
concern. Unfortunately, foreclosure rescue companies frequently mislead consumers through 
advertising that suggests that they are not-for-profit, or governmentaiiy affiliated. Names 
irscluding "Federal," "National,” or "Bureau" confuse consumers, especially in conjunction with 
marketing pieces that include eagles or shields traditionally associated with accountable 
federal institutions. With a confusing flurry of official bailout plans in the news, consumers are 
vulnerable to companies mimicking governmental rescue resources. 


See AB 152 at http://www.leg.statcmv.us/75th2009/BilIs/AB/AB152_EN.pdf 
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However, the Foreclosure Rescue Fraud Act of 2009 does offer a number of provisions 
that should serve as a model for foreclosure rescue best practices. The bill prohibits 
foreclosure consultants from receiving compensation before contractual services are 
performed, and would prevent them from acquiring any interest in their clients' properties. 
Consultants would be required to provide their clients with written contracts that detail their 
obligations, compensation and contact information. Most significantly, ail contracts would be 
required to have a three-day rescission period, a protection similar to the one that consumers 
enjoy with refinance transactions on their primary residences, and must be written in the same 
language used to solicit the consumer. This is particularly important in that it provides 
additional protections to consumers with limited English proficiency. 

Furthermore, the Foreclosure Rescue Fraud Act of 2009 places an important obligation 
on mortgage servicers. In cases where consumers are two payments behind on their home 
loan, servicers would be required to notify them of potentially fraudulent solicitations. In a 
statement provided in both English and Spanish, consumers would be encouraged to contact 
the servicer, or a legitimate, HUD-certified counseling agency, and warned of suspicious 
promises to save homes. As delinquent consumers are often faced with a barrage of marketing 
materials when their financial troubles become public, this provision will encourage consumers 
to seek help that is in their best interest. Mortgage servicers would be well-advised to go 
beyond the provisions of the Moore bill, and include this statement in ali correspondence 
about a delinquent account. 


Regulatory Developments & Best Practices 

The Federal Trade Commission has been extremely proactive to address the mortgage scam 
issue. 
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• The FTC reports that "mortgage modification and foreclosure relief" complaints 
skyrocketed from only 1 complaint filed in 2008 to 7,927 last year.^ 

• The FTC created "Operation Stolen Hope" as part of a continuing federal-state 
crackdown on mortgage foreclosure rescue and loan modification scams. The 
operation involves 118 actions by 26 federal and state agencies.^ A total of 28 cases 
has beert brought by the FTC under "Operation Stolen Hope."*' 

• These cases include the First Universal Lending matter where the FTC complaint 
alleged that the defendant charged consumers huge up-front fees, sometimes as 
much as $7,000, and told consumers that if they stopped paying their mortgages it 
would help them in negotiations with lenders. 

• The FTC also recently announced five law enforcement actions targeting 
perpetrators of mortgage-related scams. According to the FTC, these schemes 
typically operate in the following way. First, they use terms like "guarantee" and 
"97% success rate" to mislead consumers about the mortgage modification or 
foreclosure relief services they can provide. They then charge up-front fees for 
these "services" - fees legitimate nonprofit organizations do not charge. They use 
copycat names or look-alike Web sites to appear to be a nonprofit or government 
entity. Often, after collecting the fee, these companies do little or nothingto help 
consumers. 


FTC "Casenotesf 

Federal Loan Modification Law Center (FedMod). FedMod marketed mortgage loan 
modification and foreclosure relief services to homeowners who were in financial distress, 
delinquent on their mortgages, or in danger of losing their homes to foreclosure. According 

^ htip://ecreditdailv.com/2010/02/'foredosure-crisis-spurs-soaring-mortgaae-relicf-scama'' 
^ http://vi/ww.ftc.gov/op3/2009/ll/5tolenhope.shtm 

http:// w ww.ftc,gov/opa/2009/l 1/sto lenhop e.shtm 


28 




400 


to the FTC's complaint, FedMod charged consumers from $1,000 to $3,000 in fees for these 
services, much of which must be paid up-front, but failed in numerous instances to obtain 
the promised loan modifications. In radio advertisements, the FTC alleges, FedMod induced 
homeowners to call its toll-free number by misrepresenting that it is part of or affiliated 
with the federal government. According to the complaint, FedMod often failed to answer 
or return consumers' calls or provide updates about the status of their loan modifications, 
and assured consumers that negotiations with their lenders were proceeding when, in fact, 
little or no effort had been made to contact the lender. 

Baiiout.hud-gov.us, According to the FTC's complaint, defendant Thomas Ryan used a 
foreign internet registrar to falsely register two sites - bailout.hud-gov.us and 
bailout.dohgov.us. The sites were used to entice financlaliy strapped consumers to seek 
mortgage loan modification services under the guise that the services were associated with, 
or were actually, the U.S. government, including HUD and the Treasury Department. The 
FTC alleges that the defendant misled consumers nationwide. A federal district court 
granted the FTC's motion for a temporary restraining order which required the Internet 
Service Provider {"ISP") hosting the sites to immediately remove them from the Internet. 
The FTC and the defendant stipulated to a preliminary injunction prohibiting him from 
holding himself out as an agency of any U.S., state, or local government, or as being 
affiliated with any such agency. 

Home Assure d/b/a Expert Foreclosure. In this case, the FTC alleged that the defendants 
promised consumers facing imminent home foreclosure that they could stop foreclosure, 
regardless of the amount the consumer owed his or her lender. The defendants are 
charged with falsely claiming that they have special relationships with lenders, have helped 
thousands of consumers avoid foreclosure, and will provide a IQO percent satisfaction 
money-back guarantee. They typically charged consumers an up-front fee of $1,500 to 
$2,500 but, the FTC alleges, did little or nothing to help them avoid foreclosure and failed 
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to give refunds when foreclosures are not stopped. 

Hope Now Modifications LLC and New Hope Property LLC d/b/a New Hope Modifications 
LLC. On March 24, the FTC announced two related cases alleging that the defendants 
misled consumers about their ability to provide mortgage loan modification and 
foreclosure relief, and misrepresented that they were affiliated with or part of the HOPE 
NOW Atiiance, the non-profit, HUD-endorsed organization that is a broad-based coalition of 
credit and home ownership counse!ors> lenders, and other mortgage market participants. 

In each case, the court issued a temporary restraining order with an asset freeze and set 
dates for a preliminary injunction hearing. The New Jersey Attorney General also filed state 
court actions against both sets of defendants. These cases are in litigation. The FTC's press 
release is available at; http://www.ftc.eov/op3/2009/03/newhope.shtm.\ 

FTC Warning Letters for Potentially Deceptive Mortgage Relief Ads. The Commission 
announced that it has sent warning letters to 71 companies that are marketing potentially 
deceptive mortgage modification and foreclosure assistance programs. The letters inform 
these companies that their ads may violate federal law. The ads were identified during a 
nationwide review of Internet, direct mail, and spam advertisements that focused on 
mortgage relief targeting financially distressed homeowners. These advertisements contain 
potentially deceptive claims, touting guaranteed results, success rates of over 90 percent, 
and claiming affiliation with homeowners’ lenders, with the HOPE NOW Alliance, or with 
federal government programs. 

FTC & HUD Consumer Outreach Efforts. The FTC & HUD recently announced a new 
education initiative to reach borrowers directly with the help of a broad array of 
government, non-profit organizations, and mortgage industry members. Through this 
initiative, borrowers will receive materials about how to spot and avoid mortgage rescue 
scams at housing counseling outreach centers, directly from their mortgage companies, and 
online. Joining the FTC and HUD the effort are the HOPE NOW Alliance, the Homeowners 
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Preservation Foundation, and NeighborWorks America, all of which are non-profit 
organizations working to help distressed homeowrters get free assistance and counseling 
through HUD-certified housing counselors or by directly working with borrowers to help 
consumers stay in their homes. 

Several national mortgage companies, including Chase Home Lending, Suntrust Mortgage, 
and GMAC Mortgage, will be voluntarily sending consumer education information directly 
to consumers through a variety of methods, including during loan counseling sessions, in 
monthly statements, in correspondence to delinquent borrowers, and on their websites. 
Freddie Mac also is distributing consumer education materials to its servicing partners. 

The United States Department of Housing & Urban Development. HUD has created a new 
website www.preventlo3nscams.org with the Loan Modification Scam Prevention Network 
(including NCRC) to protect consumers. Members of the network include federal, state and 
local law enforcement, as well as national, state and local housing, legal aid, consumer 
protection and civil rights non-profit organizations. 


State Action 

To find more information about state action under "Operation Stolen Hope," go to the 
FTC's website. htto://www.ftc.gov/os/2009/l 1/091 1 24stolenhopecase.pdf 

California 

• In Los Angeles, five people who conned homeowners facing foreclosure out of millions 
of dollars have been sentenced to prison in Los Angeles. Victims lost the titles to their 
homes and were cheated out of more than $12 million In equity. ^ 

^ http://www.mercurvnews,com/bre3king-news/ci 14424039 
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• A Downey, California woman who orchestrated a real estate fraud scheme that caused 
nearly $13 million in fosses after falsely promising to help homeowners in default on 
their mortgages has been sentenced to 10 years in federal prison/ 


Idaho 

• Idaho foreclosures soared 89 percent from 2008 to 2009, and as a result, Idaho 
consumers filed 353 complaints related to mortgage modification businesses. The state 
has entered into settlement agreements with three mortgage modification and 
foreclosure rescue consultants, and recovered $60,935 in restitution for consumers 
related to mortgage modification and foreclosure rescue and other housing complaints. 

7 

Illinois 

• in 2009, the AG has filed 31 lawsuits targeting mortgage rescue scams.^ 


Florida 

• Within the last year, the state Attorney General's Office has filed 20 lawsuits and is 
actively investigating nearly 90 companies for potential violations of Florida Statute 
501.1377/ 


Kansas 


* http://nationaimortg3geprofessional.com/newsl5996.’'califonmians-sentenced-ro l e-forecio sare- 
rescue-scam 

^ http://www.dsnews.com/articles/idaho-and-iHinois-attornev-geiiierals-plagued-with-morteage- 
complaints-2010-03-01 

http:.//www.dsnews.com/articies/idaho-and-illinois-attomev-generals-plagued-with-mortgage- 

complain{5-20I0-03-Q l 

http://www.mvfloridal'egal.com/newsreLnst7new'sreieases/FFBBA28CF1480B42852576E00064 

8BC4 
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• Kansas Attorney Genera! reports a jump in complaint about foreclosure scams from 71 
complaints in 2007-2008 to 171 last year.'® 

Missouri 

• Missouri Attorney General reports a jump in complaint about foreclosure scams from 
25 complaints in 2007-2008 to 256 last year." 

Nevada 

• Jeffery Brown of DB Financial was indicted on four counts of theft and one felony count 
of forgery in a mortgage fraud case. 

Pennsylvania 

• Shirley Matthews, 54, of Willingboro, N.J., was ordered to serve six months to two years 
in prison on the theft by deception convirtion for bilking a Tunkhannock man out of 
$8,000. Ms. Matthews will serve that sentence after she finishes a 2- to 5-year prison 
term on similar charges from Monroe County, in all of the cases, Ms. Matthews was 
accused of taking payments from homeowners in exchange for helping solve mortgage 
foreclosure problems, then failing to follow through." 


Research 


The Financial Crimes Enforcement Network (FinCEN), an overseer of financial activities for the 
US Treasury, created a study" of scammers and reports the following; 


'* http://www.kctvS.com/news/ 22 780304f'detaii.htmi 
httD://www.kctv5.com/news/227S0304/detail.htm! 

http://thetimes-tribune.com/news/n-i-woman-gets-2-to-5-vears-in-prison-ror-taking-frQm - 
TCOPle-facing-foreclosure- 1 .673506 
" http://www.fincen.gov/news room/nr/pdf/20i00218.ixif 
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• In the third quarter of 2009, depository institution filers submitted 15,697 mortgage 
loan fraud Suspicious Activity Reports, a 7.5% increase over the same period in 2008; 

• The two most common forms of borrower scams involve conning homeowners into 
signing quit-claim deeds to their properties. Scammers would then sell homes from 
under the former owners to straw borrowers and the homeowners subsequently 
received eviction notices, in other instances, scammers falsely claim affiliations with 
lenders to convince distressed home-owners to pay large advance fees for modification 
services, but then do nothing to keep the borrowers in their homes; and 

• California and Florida originated the most overall mortgage loan SARs, at 6,444 and 
5,077 respectively. New York is a distant third at 1,614;*'* 


http://www.housingwire.com/2010/02/lS/fincen-sees-spike-in-possibie-foreclosure-scams/ 
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state Laws Regarding Foreclosure Rescue & loan Modification 

A number of states have special laws aimed specifically at foreclosure rescue scams. They include: 
California: Cal Civ. Code §§ 1695.1 to 1695.17, 2945.1 to 2945.11; 

Colorado: Colo. Rev. Stat. §§ 6-1-1101 to 6-M120; 

Connecticut: Public Act 9-208 §§ 23 to 33; (Passed by the legislature but not yet signed by the 
Governor, asof july 7, 2009.) 

District of Columbia: D.C. Code §§ 42-2431 to 42-2435; 

Georgia: Ga. Code Ann, § 10-2-393(b)(20j; 

Hawaii: Haw. Rev. Stat. §§ 480E-1 to 480E-5; 

Idaho: Idaho Code §§ 45-lSOS, 45-1602; 

iowa: Iowa Code §§ 714E,1 to 714E.4, 714F.1 to 714F.9; 

Illinois: 765 ill. Comp. Stat. §§ 940/1 to 940/65; 

Indiana; Ind. Stat 24-5.5-1-1 to 24-5.5-6-6; 

Maryland: Md. Real Prop. Code Ann, §§ 7-10S{A-l), 7-301 to 7-321; 

Minnesota: Minn. Stat. Ann. §§ 325N,01 to 325N.18; 

Missouri: Mo, Stat. Ann, §§ 407.935 to 407.943; 

Nebraska: Neb. Rev. Stat. §§ 76-2701 to 76-2728; 

Nevada: Nev. Rev. Stat. §§ 645F.300to 645F.450; 
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Hew Hampshire: N.H. Rev. Stat. §§ 479-8:1 to 479-^:11; 

Mew York: New York Real Prop. Law § 265-a; 

North Carolina; N.C, Gen. Stat. § 14-423 (adding foreclosure assistance to activities covered by 
state debt adjustment law); 

Oregon: 2008 Oregon Laws 1st Sp. Sess. Ch. 19 (H.B. 3630); 

Rhode Island: R.l. Gen. laws §§ 5-78-1 to 5-79-9; 

Tennessee; Tenn. Code Ann. §§ 47-18-5401 to 47-19-5402; 

Virginia: Va. Code § 59.1-200.1; 

Washington: Wash. Rev. Code §§ 61.34.010 to 61.34.900; 

Wisconsin: Wis Stat. §§ 846.40 to 846.45. 

in addition, the Massachusetts Attorney General has issued a regulation under the state's UDAP 
authority targeting the scams: 940 Code Mass. Reg. § 25.00. Michigan has a credit repair statute 
that is broad enough to encompass foreclosure rescue scams; Mich. Comp. Laws §§ 445.1822 to 
445.1825, Florida has a statute that regulates only those who offer to purchase the surplus at a 
foreclosure sale: Fla. Stat. §§ 45.031 to 45.035. 
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Proposed legislation 

Maryland State Law - H.B. 392^^ aims to prohibit a person from offering, provSdirrg, or 
attempting to provide debt services in the State except as allowed under the Act. It would 
prohibit a debt settlement services provider from receiving payments, except for specified fees 
for specified services, until a debt settlement services agreement is executed and the debt 
settlement services are compSeted. 

California recently passed a law prohibiting debt settlement service providers from 
charging up-front fees/^ 

A New Jersey measure {A-359), entitled the "Foreclosure Rescue Fraud Prevention Act," 
would establish specific practices that foreclosure consultants and other purchasers of distressed 
property would have to adhere to when contracting with New Jersey homeowners on the brink of 
foreclosure.^^ 


http://mlis.state.md.us/2010 rs/ bil1file/hb0392 .htm 

hltp://www.nbcactionnew5.com/content/cFa/5torv/Foreclosiire-Scams- 

Changinig/UWCKH3H6iEe-9Z5in043Zg.csDX 

http://www.pol>tick:emi.com/isverapa/37444/foreciosure-rescue-fraud-nreYention- ac t-rele3sed - 

assenibiv-cornmittee . 


37 



409 


where to Find Legitimate Help 

if you're having trouble paying your mortgage or you have gotten a foreclosure notice, 
contact your lender immediately. You may be able to negotiate a new repayment schedule. 
Remember that lenders generally don't want to foreclose; it costs them money. 

Other foreclosure prevention options, including a reinstatement and forbearance, are 
explained in Mortgage Paymerits Sending You Reeling? Here's What to Do, a publication from 
the FTC. Find it at www.ftc.gov . 

A coalition of federal agencies, national nonprofits, servicers and GSEs, recently 
announced the Loan Modification Scam Network. The Network's objective is to prevent loan 
modification fraud through a coordinated national outreach and enforcement campaign led by 
Fannie Mae, Freddie Mac, NeighborWorks America and the Lawyers' Committee for Civil 
Rights Under Law. Hie National Community Reinvestment Coalition is a participant in this 
initiative. More information can be found at www.preventioanscams.ore . 

The NCRC Housing Counseling Network has also launched, with support from the United 
States Department of Housing & Urban Development, a nationwide training program for HUD 
Counselors to equip with them with the knowledge and tools to identify mortgage fraud, scams 
and fair lending issues. More information can be found at www.NCRC.org . 

You also may contact a HUD Certified Housing Counseling Agency {see www.HUD.gov ) , 
a private not for profit fair housing agency, the Homeownership Preservation Foundation 
(HPF), a nonprofit organization that operates the national 24/7 toli-free hotline 
{1.888.99S.HOPE) with free, bilingual, personalized assistance to help at-risk homeowners 
avoid foreclosure. HPF is a member of the HOPE NOW Alliance of mortgage servicers, mortgage 
market participants and counselors. More information about HOPE NOW is at 
www.hopsnow.com. 
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National Resources for Reporting Mortgage Fraud and Scams 

The Federal Trade Commission (FTC) 

600 Pennsylvania Avenue, NW 
Washington, D.C. 20580 

Identity Theft Clearinghouse: (877)-438-4338. 

Consumer Response Center: (877)382-4357 
http://www.ftc.gQv/ and FTC Identity Theft site 

Filing a Complaint with the FTC 

While the FTC does not actually resolve an individual consumer's problem, it does investigate 
mortgage fraud with the aim of leading to law enforcement action. The FTC is especially active 
regarding homeowner and mortgage 'identity theft'. 


Federal Bureau of Investigation (FBI) 

935 Pennsylvania Avenue, NW 
Washington, D.C. 20535 
Phone: 202-324-3000 
http://www.fbi.gov/whitecollarcrime.htm 

In conjunction with the 'White Collar Crime' department, the FBI investigates mortgage fraud, 
which often involves many professionals working in collusion: bank loan officers, real estate 
agents, appraisers, accountants, and mortgage brokers. 
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Frequently Asked Questions 
Q: Are frauds like these new? 

A: No, many of these methods have been around for decades. 

Q: Why are we Just hearing about them now? 

A: A few reasons are often cited: the falling economy strips away the financial cover some of 
these perpetrators may have had, leaving more people with mounting losses; companies are 
reporting fraud more frequently; and state and federal agencies are stepping up enforcement. 

Q: Are the victims always innocent? 

A: No, sometimes -- but not always or often - victims can be partial participants. They get a 
cash payment and do not ask questions or agree to falsify information. The key, however, is 
that the licensed professional who ought to know better is helping them along. 

Q: Does a prosecution prevent a company from doing business? 

A; Not necessarily. Unless there is an injunction, the companies might be able to solicit 
customers and operate websites until proven guilty or until their licenses are stripped away. 

Q: What is being done? 

A: A half-dozen federal agencies are investigating these frauds - including the FBI, the Secret 
Service, the Department of Housing and Urban Development and the IRS. So are states' 


40 



412 


attorneys general. The number of FBI special agents assigned to mortgage fraud has increased 
between 2007 and 2010. 

Q: Why aren't banks doing more? 

A: Some say the banks do not want to investigate their own loans for fear it will taint them or 
open them up to lawsuits because their loans have been packaged Into mortgage-backed 
securities made with certain promises against fraud. 

Q: Why aren't more of these cases being prosecuted? 

A: Criminals can be difficult to pin down, since many businesses have gone bankrupt or 
perpetrators have skipped the state. 

If you’re having trouble paying your mortgage or you have gotten a foreclosure notice, 
contact your lender or a not for profit HUD Certified Housing Counseling Agency 
immediately. 
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Mortgage Bankers National Delinquency Survey- All Loans 


Outstanding In Foreclosure 



Loans 

Total Past Due 

30-Day 

60-Day 

Rates 

90+-Day 

Rate 

2009 Q4 

44,426,246 

10.4% 

3.6% 

1.7% 

5.1% 

4.6% 

2009 Q3 

44,645,717 

9.9% 

3.8% 

1.8% 

4.4% 

4,5% 

2009 Q2 

44,721,256 

8.86% 

3.57% 

1.62% 

3.67% 

4.30% 

2009 Q1 

44,979,733 

8.22% 

3.27% 

1.56% 

3.39% 

3.85% 

2008 Q4 

45,396,181 

8.63% 

3.85% 

1.78% 

3.00% 

3.30% 

2008 Q3 

45,474,524 

7.29% 

3.61% 

1.49% 

2.20% 

2,97% 

2008 Q2 

45,422,515 

6.22% 

3.23% 

1.24% 1.75% 

Unadjusted Loan Counts 

2.75% 

2009 Q4 

44,426,246 

4,638,100 

1,612,673 

768,574 

2,261,296 

2,034,722 

2009 Q3 

44,645,717 

4,437,784 

1,692,073 

790,229 

1,955,482 

1,995,664 

2009 Q2 

44,721,256 

3,962,303 

1,596,549 

724,484 

1,641,270 

1,923,014 

2009 Q1 

44,979,733 

3,697,334 

1.470,837 

701,684 

1,524,813 

1,731,720 

2008 Q4 

45,396,181 

3,917,690 

1,747,753 

808,052 

1,361,885 

1,498,074 

2008 Q3 

45,474,524 

3,315,093 

1,641,630 

677,570 

1,000,440 

1,350,593 

2008 Q2 

45,422,515 

2,825,280 

1,467,147 

563,239 
Adjusted Loan 

794,894 

Counts^ 

1,249,119 

2009 Q4 

55,532,808 

5,797,625 

2,015,841 

960,718 

2,826,620 

2,543,403 

2009 Q3 

55,807,146 

5,547,230 

2,115,091 

987,786 

2,444,353 

2,494,579 

2009 Q2 

55,901,570 

4,952,879 

1,995,686 

905,605 

2,051,588 

2,403,768 

2009 Q1 

56,224,666 

4,621,668 

1,838,547 

877,105 

1,906,016 

2,164,650 

2008 Q4 

56,745,226 

4,897,113 

2,184,691 

1,010,065 

1,702,357 

1,872,592 

2008 Q3 

56,843,155 

4,143,866 

2,052,038 

846,963 

1,250,549 

1,688,242 

2008 Q2 

56,778,144 

3,531,601 

1,833,934 

704,049 

993,618 

1,561,399 


^The MBA National Delinquency Survey is based off of a sample of loans. Their coverage is about 80 percent oft 
higher for FHA loans. 


Source: Mortgage Bankers Association; Adjusted Loan Counts, HUD/FHA 
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Foreclosures 

Started 

1 . 2 % 

1.4% 

1.36% 

1.37% 

1.08% 

1.07% 

1.08% 

533,115 

633,969 

608,209 

616,222 

490,279 

486,577 

490,563 

666,394 

792,461 

760,261 

770,278 

612,848 

608,222 

613,204 


Seriously 
Delinquent ( 90 1 

Foreclosure 

inventory} 

9.7% 

8.9% 

7.97% 

7.24% 

6.30% 

5.17% 

4.50% 

4,296,018 

3,951,146 

3,564,284 

3,256,533 

2,859,959 

2,351,033 

2,044,013 

5,370,022 

4,938,932 

4,455,355 

4,070,666 

3,574,949 

2,938,791 

2,555,016 


he entire mortgage market but 
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?l3&in 31%^ 
(include tax & 


Note: 

DTi = ftwt end ratio 


Detemiine new 
payment at 31% of 
ci^rent iHE^MTte 


For ARM toans, DTi is 
the max of current DTf 
(i.e. cument payment) or 
DTI after ARM reset (i.e. 
new payment if reset 
occurs within 4 monttis) 


4. Rale ReducSc^ 

0.12S until 31% 
{but not wider) or 
2% floor 


fmvi.Reedirt 


Note: 

If original note rate 
Is lower dran FRE 
rate at die time of 
mod, rate step back 
to the original note 
rate. 


/l5PV2.!*nevK 
p^ment(R&f)at 
toast 8% ioM tun 


(fn^ude t»{ & Yes 


narte^rate 
s. (FRE)?/ 


Note: 

If 31% DTi cannot be reached, 
the toan is not digible for HAMP. 
No sub^dy will be paid. 


NewrMe 
stays for tie 
modified 


NPV3.PTOt 
ReduO&onCoid 
Share: Pay 
Investor tate^ 
pereiMfli.’ $0% of 
fMlN(38%.cuRanQ 
I - (31%Cyn)l 


S.TemiEiden8ion 
(M«c of 40 year or 
remidryngtemi- 
re>8mQftt8eflrom 
dmeofmod).'< 


If the borrower is not current at 
the end of the dial period, no 
subsidy wdll be paid. 


AfterSyeara* 
fnerease rate 1% 
per yev until 
reuKdiFREr^ 


NPV4. Mod trial 
period 90 days 


Note: 

The NPV modd does not 
consider accrual of the 
$1 ,000 yearly incentive, if 
the boiTOwer is current at 
the end of the year, die foil 
amount is credited. 


o a«idei:#9tepis|}aity or apay^ttw r^run^ of the loan. 
-NoflocHrtrnodtoNPVpMteve 

r- tf^negaivetffiod^batonceniustcreateaeurriKri ' ' 
mariNp^BUHltiri foat-^sn LTV greater tian or equal to 100%. 


W*V6VNoiv, 

DeitoteiBhcYMod 

tncWiitVK^y 

InveatoFflSOO 


NPV6.P8y<fo^ 
Success: Reduce 

peryearuptoS 


9^tn31%Cn; 

OndudetaxS 


l2monihs 

findudetrid 


1 . Calculate current DTI fn- 2. CapiMze 

mod candidate amrerege (accrued 


3. Prindpal 

Determine delinquent w kUHjirance, taxes, no 

Imminent default late fee) 


Forgiveness 


Making Home Affordable Base NPV Model Documentation v3.0 - Updated 12/S/2009 36 of 40 









420 



421 



MAKING HOME AFFORDABLE 



422 



§ ^ jO 

sil 

^ E “ S 

Wis V O 

c 15 4= 

Slss 

X S| I 


(U -p U U. 

O t Q. o 
9 2 Q.!fc 
< C O « 


MAKING HOME AFFORDABLE 



423 



MAKING HOMEAFFORDABLE 




424 



MAiaNG HOME AFFORDABLE 





425 



MAKING HOMEAFFORDABLE 



426 



MAKING HOME AFFORDABLE 



427 



i 





MAKING HOME AFFORDABLE 



428 



MAKING HOME AFFORDABLE 



429 



MAKING HOMEAFrORDABLE 






MAKING HOMEAFFOR.DABLE 








432 



MAMNtj HUMtAFFORDABLE 



433 


5 £ 

io i ^ 

i 

o 

E i_ £ o 

£2 I 0)-^ 

2 ® « i 

5 O 05 C 

§ = S^-S, 

0) ns o o) 

i1“i 

X £ = £ 


1 g <i> . 

^' £ 2 S 

0 2 5 •*- 

0 ) £ c 
ro g ^ 

i c r 

lE E > 

1 .i £1 

•O r= O 2 

C E « c 
>s«? ^ c 

S CO -TS .Q 


0 o E CO 
**= -D '■§ CD 
D) ® O 

2 5^0 

re ns cB^ 
ti ® •- 2 


I g 

2 ^ i E 
® ns t >. 
^ m o f 8 


« re 2 

(0 SjC .£ 

(O ^ o to 

U 2 Q. 3 

o 2 a o 
< c o x: 


MAKING HOME AFFORDABLE 



434 



MAKING HOME AFFORDABLE 


435 




436 





437 







MAKING HOMEAF FORDABLE 




438 







439 



MAKING HOMEAFFOilDABLE 



440 



MAKING HOMEAFFORDABLE 




441 







442 



luaojad 


MAKING HOME AFFORDABLE 



443 




444 



MAKING HOMEAFFORDABLE 






445 




446 







g tn|K 

p 

w. 



< 

u 

H 



E ^ 

si 

s 

%;v;t,aipli 

a 3 8 b K 



MAKING HOMEAFFORDABLE 



448 



MAKING HOMEAFFORDABtE 





449 



MAKING HOMEAFFORDABLE 



450 



MAKING HOMEAFFORDABLE 




451 



MAKING HOME AIFORDABLE 



452 



MAKING HOME AFFORDABLE 



453 




454 



MAKING HOMEAFFORDABLE 






455 



MAKING HOMCAFFORDABLE 



456 



MAKING HOMEAFFORDABU 



c5 j; or in 

M. 1 1 1 i i g s I i i £ g R S 

^ 2 •-' OJ o of rvf <o‘ ;5- ®* ” “* * ts 


MAKING HOMEArFORDABLE 











458 












MAKING HOMEAFFORDABLE 














459 



o 



